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commercial credit insurance covers 
the invoice price of merchandise shipped 


When shipment is made—title passes to the purchaser. In place of the 
product there is now an account receivable. It is sound for your clients 
to insure while they own the product . . . equally sound to insure when 
their customer owns the product, and owes them for it. American Credit 
Insurance, by protecting accounts receivable, plays a major role in good 
management ... makes a basic contribution to financial security and 
sales progress. 


SEND FOR BOOKLET on the many advan- 
tages of modern credit insurance. Write AMERICAN 
CREDIT INDEMNITY COMPANY of New York... 
Dept. 44 Montreal, Quebec, Sherbrooke 
Toronto, Hamilton, Woodstock or Vancouver. 





Protect your investment in accounts receivable 


American 
Credit Insurance 


ANY ACCOUNT...NO MATTER HOW GOOD...1IS BETTER WITH ACI e 











If you're looking for an 
economical way to hasten 

the flow of letters, invoices 
sales and purchase orders, 
financial reports, bulletins, 
monthly statements, stencils, 
price lists, contracts and 
proposals, specification 
sheets, practically any form 
of business data, the 
FLEXOWRITER 

is your answer. This 

the FLEXOWRITER 

does with time-saving 
accuracy, cost-cutting speed. 
Get one of our representatives 
to give you an eye-opening 
demonstration of this 

modern, efficient automatic 
business assistant without 
further delay. 





friden rLEXOWRITER 


AUTOMATIC TAPE WRITING MACHINE 


Canadian Distributors : 


OSEPH McDOWELL SALES LTD. 


36 MOBILE DRIVE 
TORONTO 16, ONTARIO 1145-BR 


SALES AND SERVICE ACROSS CANADA 
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funds working. Call us for information on: 


VY Treasury Bills 
V Government Bonds 
V Notes of Finance Companies 


@ Company Treasurers- 
We can help you keep your short term 


V Notes of Leading Corporations 


McLeop, YounG, WEIR & COMPANY 


50 King Street West 276 St. James Street West 
Toronto Montreal 
EMpire 4-0161 Victor 5-4261 


Ottawa Winnipeg London Vancouver Hamilton Calgary 
Kitchener Quebec Sherbrooke Windsor Edmonton New York 





You be the judge 


When it comes to service, Imperial 
Bank of Canada offers banking ser- 
vice of the highest order, and this 
service can be of distinct help to you 
and your clients. 


There are more than 300 Imperial 
Bank branches from coast to coast in 
Canada with international banking 
connections throughout the world 
through correspondent banks. Your 
- \ fF nearby Imperial Bank Manager will 

‘ , )) ma be pleased to offer you every assist- 
é ance 


- IMPERIAL 


He BRN C222 cewce ale 
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J. W. BLODGETT, C.A. (page 209) 

“A planned approach to product 
pricing is a management function 
which is attracting considerably more 
attention under present day competi- 
tive circumstances”, says J. Wilson 
Blodgett in “Pricing a New Product”. 
Finding the “right” price is not easy. 
New products are especially hard to 
price correctly, and management is 
faced with a bewildering number of 
approaches to the problem which the 
author has proceeded to outline and 
examine most effectively. 

Mr. Blodgett is comptroller of Min- 
nesota Mining and Manufacturing of 
Canada Limited, London, Ontario. 
Formerly associated with Riddell, 
Stead, Graham & Hutchison, he was 
admitted to membership in the Insti- 
tute of Chartered Accountants of On- 
tario in 1952. 


RALPH PRESGRAVE (page 216) 

It is generally recognized that ef- 
fective controls in corporate manage- 
ment are provided for sales, produc- 
tion and finances. What correspond- 
ing or equivalent controls are there 
over manpower? In his article 
“Techniques of Manpower Control” 
Ralph Presgrave describes how a sys- 
tem of work analysis and work meas- 
urement is a necessary part of indus- 
trial efficiency and productivity and 
emphasizes that, while this has been 
the main area of use, such systems 
are gradually becoming understood 
and adopted for the efficient manage- 
ment of clerical workers. 





Mr. Presgrave is an authority on 
time study and labour relations and 
was one of the co-founders in 1932 of 
J. D. Woods & Company, becoming 
general manager and later vice-presi- 
dent of this company and of its suc- 
cessor, J. D. Woods & Gordon Limit- 
ed. A director of several companies, 
he is now a consulting partner in 
Woods, Gordon & Company and 
special lecturer on administrative 
problems at the Institute of Business 
Administration, University of Toronto. 
He is the author of “The Dynamics 
of Time Study” and co-author of 
“Basic Motion Time Study” and has 
written numerous magazine articles 
on this and allied subjects. He is a 
member of some half a dozen profes- 
sional societies and was_ recently 
elected for a 2-year term as a direc- 
tor of the American Management As- 
sociation. He is the only Canadian to 
hold a Fellowship in the American 
Institute of Industrial Engineers. 


GEORGE OVENS (page 231) 

“How to Value a Privately Owned 
Business”, says George Ovens, rests 
upon a combination of factors rather 
than any one formula that may be ap- 
plied to all situations. “Even where 
a single situation obviously suggests 
the use of one predominant valuation 
factor or where the valuator favours 
a particular working approach”, he 
writes, “he will temper any initial cal- 
culation by reflection upon or refer- 
ence to results from other methods.” 

Mr. Ovens’s approach takes into ac- 
count, also, the necessity of studying 
the human elements involved. “Busi- 
nesses are still owned and guided by 
people”, he says, “even in this age of 
automation and increased mechaniza- 
tion.” The author has been actively 
interested in his subject for some time 
and has contributed numerous articles 
on business valuations to professional 

Continued on page 194 
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NEW 


BURROUGHS 
F-5O0O 
EiRST 
Be Be 


AvToMalic 
ACCOUNTING 
MACHINE 
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Now dual printing is combined with fully 
automatic accounting! With Burroughs new 
smartly styled F-5000 Dual Printing Account- 
ing Machine, there are no extra operator 
decisions to make and no extra keys to 
punch. The machine prints identical figures— 
simultaneously—on two original records. 
Balances are automatic without key depression. 
And you get far greater flexibility to help you 
handle more accounting jobs faster. 


Here’s why: 


NEW SPEED: Faster printing time speeds 
machine operation, which is 100% automatic. 








NEW 


BURROUGHS 


F-50000 
E1RST 


Fea. 


AvToMalicC 
ACCOUNTING 
MACHINE 


OWA 
PRINTING 


33-1/3% reduction of posting cycle shrinks 
work time considerably. NEW FLEXIBILITY: 
Dual printing is applicable to a wide range of 
jobs. Programming capacity is increased up to 
100%. Memory capacity is fully utilized. 


Weigh these merits, together with the F-5000’s 
keyboard input and 252 digit memory, against 
your accounting jobs—payables, receivables, 
payroll, ledger statement with distribution, 
and utility billing, to name just a few. For full 
details just phone our nearby branch office. 
Orwrite Burroughs Adding Machine of Canada, 
Limited. Factory at Windsor, Ontario. 


Burroughs—TM 


Burroughs 


“NEW DIMENSIONS / in electronics and data processing systems” 
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HRIGHT ACROSS CANADA* 


~ Diehl 


SUPERMATIC CALCULATORS 





@ MEMORY REGISTERS—hold grand 
totals while machine works sec- 
ondary calculations. 


@ DIRECT TRANSFERS — between 
registers and keyboard eliminate 
transcribing errors. 


@ SHORT CUT MULTIPLICATION— 
with single button squaring. 


@ 14 MODELS—all with interchange- 
able features. 


Send for details now 


~ LliehL. 
Calculating Machines of Canada Ltd. 
TORONTO: 108 Wellington St. W. 


Tel. EMpire 6-651! 
MONTREAL: 4444 St. Catherine St. W. 
Tel. WEllington 7-9358 


* and at 


Halifax, Quebec City, Ottawa, Fort William, 


Winnipeg, Regina, Saskatoon, Edmonton, Calgary, 
Vancouver 
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Continued from page 192 

journals. As former chief valuator, 
Department of National Revenue 
(Taxation), he was largely respon- 
sible for valuations throughout Can- 
ada for federal succession duties pur- 
poses as well as for income tax or 
gift tax problems involving business 
valuations. Since 1954 he has been 
manager, Estate Planning Division, 
Montreal Trust Company, Toronto 
and this winter will be lecturing on 
valuation to the Bar Admission 
Course at Osgoode Hall in Toronto. 


J. E. SANDS, C.A. (page 223) 

Much interest and controversy has 
been aroused in recent years over 
the question of income tax alloca- 
tion. Most of it has been concerned 
with whether current tix saving» 
should be deferred. There is another 
aspect of the problem that has not re- 
ceived as much attention in account- 
ing literature. That is, what do the 
credit balances represent which arise 
from deferment of the tax saving? 
In “Deferred Tax Credits are Liabili- 
ties” John E. Sands sets out to show 
that deferred tax balances should be 
regarded as liabilities. He points out 
that these are called “deferred credits” 
by the Canadian Institute of Chart- 
ered Accountants and are considered 
as “asset valuation allowances” by the 
American Institute of Certified Public 
Accountants. The Institute of Chart- 
ered Accountants in England and 
Wales suggests that they may be 
“reservations of surplus”. “Obviously 
all three interpretations cannot be cor- 
rect”, he wrote the Editor, “and in my 
opinion none of them is.” 

Mr. Sands is assistant professor, 
Department of Political Economy, at 
the University of Toronto and is en- 
gaged at the present time in a study 
of the problems involved in account- 
ing for intangible assets. Prior to this 

Continued on page 196 
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Outperforms copiers costing 





up to 4 times as much! 





Pays to put a Verifax Bantam in every department 


Despite its low price the new Verifax 
Bantam Copier is a true Verifax Copier 
in every sense. A snap to operate. So 
compact you can put one anywhere. 

Makes 5 dry, clean, white copies in 1 
minute for about 314¢ each. 

Makes copies on bond-type paper, card 
stock, printed office forms. 

Makes translucent copies for use in 
whiteprint machines — even makes an 
offset master in | minute for less than 
25¢ with low-cost adapter. 

Price is subject to change without notice. 


Vexifax Copying 


DOES MORE... COSTS LESS... MISSES NOTHING 
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What's all-important, too, Verifax copies 
are always accurate and complete, and 
they’ll last as long as typed data. 


eceee MAIL COUPON TODAY cece 
Canadian Kodak Co., Limited V-% 
“ Toronto 15, Ontario 


s Please send free booklet on Verifax 
e Copiers and names of near-by dealers. 
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By factoring their 
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and bookkeeping costs and avoid credit 
losses 
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Continued from page 194 

appointment he held the position of 

assistant professor at the School of 

Commerce, University of Manitoba. 
He is a member of the Institute of 

Chartered Accountants of Ontario. 


W. I. HETHERINGTON, F.C.A. (page 239) 


Insurance is an economic necessity 
in any business but how can a com- 
pany be sure of having completely 
adequate coverage, under properly 
written policies, so that when a loss is 
sustained and a claim filed the com- 
pany can be certain of the protection 
it had expected? A pertinent analysis 
of some of the more important aspects 
of insurance will be found in “Pre- 
paring and Examining Insurance 
Claims”. The author, William I. 
Hetherington, describes the liaison 
between the accountant, his client and 
the insurance adjuster in preparing 
claims, and outlines the main factors 
in arriving at proper valuations. He 
places great emphasis on the import- 
ance of reading and re-reading the 
policy — “Just remember that the fine 
print is as much a part of the policy 
as the name of the assured.” 


Mr. Hetherington is a partner of 
Gunn, Roberts & Company, Toronto 
and a past president of the Institute 
of Chartered Accountants of Ontario 
of which he has been a member for 
almost 25 years. From 1936 to 1941 
he served with the Department of Na- 
tional Revenue and was one of the 
first to join the staff of the new Un- 
employment Insurance Commission 
when it was formed. In 1942, with 
the introduction of National Selective 
Service, he was appointed assistant 
regional superintendent of the Service 
for the province of Ontario. He re- 
turned to public practice in 1944 and 
in 1950 was elected a Fellow of the 
Ontario Institute. 
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Through a single investment in 
Investors Mutual, you can become 
part-owner of more than 100 
“blue-chip” securities . . . widely 
diversified . . . constantly super- 
vised by trained analysts and 
sound management. You'll get 
attractive dividends and a share 
in the growth of Canada. Free 
yourself from investment worries 
through Investors Mutual — Can- 
ada’s largest mutual fund. 


HERE ARE 4 OTHER WAYS 
INVESTORS CAN HELP YOU 
IN MONEY MANAGEMENT 


For long-term capital gain 
through a portfolio concentrated 
in common stocks, INVESTORS 
GROWTH FUND isrecommended. 


For building a cash reserve — 
INVESTORS SYNDICATE Certi- 
ficates provide a systematic 


Investors 
growth fund 


oF CANADA tr oe. 


YOUR BEST FRIEND FINANCIALLY 









a 
acon 


/\ 
OX) 


GA 


hd AG 
eS / 
. VA 
Ms 
; TT 


2 


| 





The Man from Investors says: 


“We can help you 
profit from Canada’s growth 


method of accumulating guaran- 
teed amounts of money over a 
period of years. 


To save you tax dollars on your 
Retirement Pian, Investors offers 
three types of tax-deductible 
Registered Retirement plans: (1) 
fixed-interest; (2) equity; (3) com- 
bined fixed-interest and equity. 


Low-cost Group Pension Pians. 
With Investors Trust Company, 
INVESTORS SYNDICATE offers 
complete facilities for the install- 
ation, administration and invest- 
ment management of low-cost, 
Trusteed Group Pension Plans. 


For complete details of any of 
these services, contact your In- 
vestors’ representative, "YOUR 
BEST FRIEND FINANCIALLY.” 


Investors 
mutual 


or CANAOA 


MANAGED AND DISTRIBUTED BY INVESTORS SYNDICATE OF CANADA, LIMITED 


Head Office: Winnipeg 


ray 
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Offices in Principal Cities 
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an Underwood 
Samas user 
could make this 
statement: 


fame EXTREMELY LOW COST 
ALLOWED US TO TAKE ADVANTAGE 
OF A PUNCHED CARD SYSTEM” 


R. E. Oliver, Controller 
Donald Ropes and 
Wire Cloth Limited 

Hamilton 








Donald Ropes and Wire Cloth 
Limited, like many other companies, 
have discovered that the Underwood 
SAMAS Punched Card system pays 
off immediately—and that the initial 
cost is well within their reach. 

Listen to what impresses Mr. Oliver: 
“reliability and fairness of the 
service...” 
“simplicity o 
training sta, 
““Comparative low cost of rental and 
supplies” 

“flexibility of equipment” 

“technical assistance given by Under- 
wood SAMAS Methods personnel” 
“‘we have not added a new person to 
our accounting staff since installing 
your punched card equipment over 
two years ago” 

This company uses Underwood 
SAMAS equipment mainly for Sales 
Analysis, Payroll Analysis, Accounts 
Receivable, and also for special 
tasks: labels for files, mailing lists, 
overdue account listings and manu- 
facturing operation research. 

This low cost system will save money 
for yourcompany too. Take advantage 
of this no obligation offer: 


Underwood SAMAS offer 
at no expense or obligation to you: 


1. Underwood’s Punched Card 
Specialists study your business oper- 
ations. 

2. Underwood’s SAMAS Methods 
Division determines your need. 

3. Only then, is a proposal made, 
designed to dovetail into your partic- 
ular requirements. Costs, machines, 
personnel procedures, and expected 
results are submitted to you. You will 
then be able to judge for yourself the 
advantages offered by the Underwood 
SAMAS Punched Card System, and 
come to an accurate decision. 


rT SAMAS 
PUNCHED CARD 
ue a DIVISION 
underwood 


LIMITED 


operation . . . ease of 


Ask your secretary to mail this coupon: 
I am interested in knowing more about the ‘Underwood SAMAS Punched Card § System 
NAME 


ADDRESS 


The SORTER 
arranges punched 
cards in required 
sequence, 


The printing 
TABULATOR 
reports in 
alphabetical 
and numerical 
form. 


The compact 
high-speed 
KEY PUNCH 
is completely 
flexible. 


The INTERPOLATOR 
performs varied and diverse 
card grouping operations. 


Head Office: 135 Victoria Street, 
Toronto 1, Ontario 








C.I.C.A. Annual Report 1959 

The annual report of the Canadian 
Institute of Chartered Accountants for 
the year ended April 30, 1959 is now 
in the mail to all members of the In- 
stitute. A review of the Institute’s 
year is the subject of an editorial on 
pages 207 and 208 of this issue. 


Pacific Congress Representative 

J. A. Wilson of Toronto, first vice- 
president of the Canadian Institute, 
will represent the profession in Can- 
ada at the Asian and Pacific Account- 
ing Congress to be held in Australia 
in May 1960. Invitations to send rep- 
resentatives to the congress have been 
extended to all nations bordering on 
the Pacific. Mr. Wilson will also at- 
tend the golden jubilee celebration 
of the New Zealand Society of Ac- 
countants which immediately precedes 
the meeting in Australia. 


Auditor’s Report Revised 

The recommended form of audit- 
or’s report has been revised, after con- 
siderable study by the C.I.C.A. Com- 
mittee on Accounting and Auditing 
Research, to include a reference to 
conformity with generally accepted 
accounting principles and consistency 
in their application. Bulletin No. 17 
setting out the revised form will be 
sent to all members of the Canadian 
Institute in October. It supersedes 
the present Bulletin No. 6 and its sup- 
plement. 


Tribute to Watson Sellar, C.A. 


Mr. Watson Sellar, C.A. retired last 
month as Auditor General of Canada, 


ew 


2. EE 


a position he has held with distinction 
since 1940. In a recent editorial the 
Toronto Globe & Mail paid him the 
following tribute:— 
“Mr. Watson Sellar will be a hard 
man to replace when he retires as 
Auditor General of Canada on Aug- 
ust 6, his 65th birthday. He has 
been an alert watchdog in the office 
which he has held since 1940. For 
15 years of that time he was the 
only reliable and worthwhile voice 
of criticism in the Administration at 
Ottawa. 
“By law, the Auditor General is 
directly responsible to Parliament 
to which he ‘shall report annually’. 
He is given wide powers as a finan- 
cial sleuth on all government de- 
partments. Mr. Sellar used these 
powers with vigour and impartial- 
ity. He spared no one in his re- 
ports. He recorded extravagances, 
bad accounting and outright abuses. 
Little escaped him. 
“His retirement is doubly regret- 
table because it has no relation to 
personal ability or choice but is an 
arbitrary, age-limit requirement of 
the Act which established his office. 
Under such compulsion the public 
service has prematurely lost a 
great many able men still at their 
peak. None of them was less dis- 
pensable or more valuable than 
Mr. Watson Sellar. The least the 
country can do, while wishing him 
well in the ‘something-to-do’ he 
plans to find, is to thank him for the 
great service he has given.” 
Continued on page 202 
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... before you invest in 
Office Automation 
investigate 


Wattonal 
HERE ARE 5 REASONS WHY... 


With National, you can plan your timetable 

e for office automation NOW. Factory-wired 

machines can be installed for conventional 

accounting today—and later programmed to con- 
form with your automation requirements. 


With National, selected machines in use 

ACCOUNTING e today can be wired and programmed to 
MACHINES punch paper tape or cards. This will reduce your 

overall capital investment for office automation. 


3 With National, you have a versatile line of 
e Data Originating Machines to solve various 
accounting problems. The selection of the proper 
machine assures you the most efficient system for 
your specific control problems. 


4 With National, you know all data is accur- 
@ ate. Two automatic, self-checking circuits— 
“Answer-back” and “Parity Check”—control the 
reading-punching accuracy of the information 
recorded. 


5 With National, every machine is adaptable 
e@ to the requirements of the processing equip- 
ment of your choice. Flexible programming of 
processing codes permits “on-the-spot” changes 
right in your office to conform with your Elec- 
tronic Accounting Department of tomorrow. 








Your National Representative will gladly explain 
how you can cut clerical costs, eliminate 

work duplication, and secure faster reports. 

He will tell you how National machines 

installed Today can become part of 

your Integrated Data Processing System 

of Tomorrow. Phone him now— 

it could be the most profitable call 

you will make all year. 


REMITTANCE 
CONTROL 


WNattornal 





CASH REGISTERS ADDING MACHINES 
CLASS 21 SALES* reer a year Tet 
TRONIC* 







*Trademark 


THE NATIONAL CASH REGISTER 
COMPANY OF CANADA LIMITED 
HEAD OFFICE: TORONTO, SALES 
OFFICES IN PRINCIPAL CITIES 
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COMPLETE CREDIT 


PROTECTION COSTS 
NO MORE 


Canadian Factors offers more than 
just a financing service ... it 
offers complete protection against 
credit losses, bad debts, slow pay- 
ments. 


Under our NON-RECOURSE 
FACTORING plan your client sells 
his receivables outright — receives 
cash as soon as his merchandise is 
shipped—is paid whether we collect 
or not. The client is not obligated 
to repay. 


Only NON-RECOURSE 
FACTORING offers this 100% 
guarantee of payment. And this 
complete profit protection costs no 
more than ordinary financing. It is 
one of the many extra benefits you 
get with the Canadian Factors 
plan. 


If one of your clients is discuss- 
ing factoring, be sure to have 
him check the advantages of 
NON-RECOURSE FACTORING. 
For your own information, write 
for our free booklet: “Credit Pro- 
tection and Receivables Financing.” 


a Fy 


CANADIAN 
FACTORS 
CORPORATION 
LIMITED 
423 Mayor Street, 


Vi. 9-8681 
Established in 1931. 


Montreal 





Continued from page 200 

We heartily endorse this acclama- 
tion of his achievements and wish him 
a happy and full life in his retirement. 
Mr. Sellar is a member of the Insti- 
tute of Chartered Accountants of 
Saskatchewan and an honorary mem- 
ber of the Institute of Chartered Ac- 
countants of Ontario. 


Employment Situation 

Employment reached an all-time 
record level in June, according to a 
joint release by the Department of 
Labour and the Dominion Bureau of 
Statistics. An estimated 6,053,000 had 
jobs, 201,000 more than in the prev- 
ious month and 174,000 more than 
the year before. The increase in em- 
ployment from May to June occurred 
almost entirely in non-farm industries, 
with the largest employment gains 
being in construction, logging and 
the distributive industries. 


Unemployment declined markedly 
between May and June, reflecting a 
substantial increase in jobs. In June, 
an estimated 234,000 persons were 
seeking work, of which 198,000 were 
men and 36,000 were women. The to- 
tal was 100,000 below the previous 
month and 90,000 lower than a year 
earlier. Some 14,000 were on tem- 
porary lay-off, practically unchanged 
from a year ago. The seeking-work 
figure was 3.7% of the labour force, 
compared with 5.2% in June last year. 


Director of Education Conference 
The executive of the Canadian 
Conference on Education, of which 
the Canadian Institute of Chartered 
Accountants is a participating mem- 
ber, has announced the appointment 
of F. W. Price, Montreal, as director 
of the conference. Mr. Price is the 
president of the Quebec Federation 
of Home and School. 
Continued on page 204 
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Government of Canada Bonds 


and Treasury Bills 


Provincial and Municipal Bonds 
Public Utility 
and 
Industrial Financing 


Orders accepted for execution on all stock exchanges 


Domri0n SEcURITIES GPRpn. Limit ED 
Established 1901 


TORONTO MONTREAL VANCOUVER NEW YORK LONDON, ENG. 


ONCE YOU TRY THEM YOU'LL NEVER DO WITHOUT 


ACCO “SUITAL” BINDERS 


STURDY ELASTIC HELD SECURELY 


aah SECURITY plus 
QUICK EASY REFERENCE 


Assured by sturdy elastic, which 
slips over corners of folder, held in 
place by "BONUS NOTCHES." 


i 


IDEAL FOR: AUDITOR'S WORKING 
PAPERS 

CARRYING LOOSE PAPERS 

TEMPORARY FILING 
Strong and durable, ACCO "SUITAL" rn gt 
BINDERS are available in five colours 
for colour coding. 

Ask your Stationer or write 


ACCO CANADIAN CO. LTD. 


109 BERMONDSEY RD. TORONTO 16, ONT. 
IN U.S.A.—ACCO PRODUCTS, a Division of NATSER CORP., OGDENSBURG, N.Y. 
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FORMS 
° SYSTEMS 


° . 
PEGBOARD 
VISIBLE 
LOOSE LEAF 
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In Stock or To Order 


Ask for sample forms 
or demonstration 
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OFFICE SUPPLIES © PRINTING 


BUSINESS FURNITURE 
TORONTO HAMILTON _....-” 
HL 4-6671 LI. 4-2851 


7 Stores & 36 Salesmen to serve you. 


Accounting 
Officers 


Required by 


Investigation and Research 
Branch 
Department of Justice 
Ottawa 
$6,360 - $7,320 


Candidates must be registered mem- 
bers of a recognized professional 
accountants’ association. 


For details, write to 


CIVIL SERVICE COMMISSION, 
OTTAWA 


Please ask for Circular 59-704. 
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Continued from page 202 
English Institute Elections 

Charles U. Peat, a partner of Peat, 
Marwick, Mitchell & Co., London, is 
the newly elected president of the In- 
stitute of Chartered Accountants in 
England and Wales. The vice-presi- 
dent is Sidney J. Pears, senior partner 
of Cooper Brothers & Co., London. 


Commercial Failures 
Business failures recorded under 


the provisions of the Bankruptcy and 
Winding Up Acts declined 10% in 
the first quarter of 1959 to 553 from 
616 in the corresponding period of 
1958. 


In the News 


E. L. Hamutton, C.A. (Que.), has 
been elected a vice-president of the 
Controllers Institute of America for 
the 1959-60 year. 

E. C. Gerry, F.C.A. (Sask.), has 
been appointed to the Federal Tariff 
Board, Ottawa. 


Month End Rates of Exchange 


This column now provides readers 
with the nominal rates of foreign cur- 
rencies at the close of business on the 
last trading day of each month. This 
service is specially intended to assist 
accountants who are required to ex- 
press foreign currency amounts of 
Canadian funds. 

CURRENCY EXCHANGE RATES 

The following nominal rates of exchange 
are supplied by The Canadian Bank of 
Commerce, International Department, Head 
Office, Toronto, as at 4 p.m., July 31: 

Australia (pound) 2.16%; Belgium (franc) 
.0193; Denmark (kroner) .1395; France 
(franc) .00197; Germany (d. mark) .2305; 
India (rupee) .2030; Italy (lira) .00155; 
Mexico (peso) .0772; Netherlands (guil- 
der) .2555; New Zealand (pound) 2.69%; 
Norway (kroner) .1355; Sweden (knonor) 
.1865; Switzerland (franc) .2235; Union of 
South Africa (pound) 2.70%; sterling in 
Canada, 2.69-2.70; sterling in New York, 
2.80%-2813g; U.S. dollars in Canada, 414-4% 
discount. 
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Canada’s Firat Bank 


WORKING WITH CANADIANS SINCE 1817 
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Canada’s first real money was 


issued by the B of M, which By." NK OF 


printed its own bills and later 


circulated its own copper tokens. M ONTREAL 


$50.000 sure 


convertible term 
insurance ) 


ANNUAL PREMIUMS 


$119.90 Age 40 $222.45 
158.20 Age 45 


REUBEN SCHAFER Insurance Service 


269 Falstaff Ave., Toronto, CH. 4-3123 Representing Occidental Life 








————_— iaieences 
Blank, per 50 of either .. $1.00 
Inventory 
Blank, per 100 of either.. $2.00 
and 
‘abil; Available in English or French 
Liabi ity in blank only. 
Certificates Postage or express collect 
THE CANADIAN INSTITUTE OF CHARTERED ACCOUNTANTS 
69 Bloor Street East, Toronto 5, Ontario 
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Be Objective... 


In our opinion, investment should be objective. It should have a 
purpose and once the purpose is clearly defined, then securities can be 


selected to accomplish that purpose. 


If you want to gamble, good luck to you, but . . . you should be 


prepared to lose and surprised to win. Go in with your eyes wide open. 


If you want to speculate . . . then take a calculated risk. Know why 
your selected securities should be worth more, calculate how much 
more, and in roughly what period of time. Plan your future action in 
the event that you are right . . . and also in the event that you 


are wrong. 


If you want income . . . design a fund for income. If you want 
long-term growth and are willing to take the risks . . . design a fund 


for long-term growth. 


If you want a balanced fund to take care of contingencies and 
provide a chance for reasonable income and growth... . then design 


your fund that way. 


Plan your investment fund to accomplish your purpose . . . be 


objective in what you do. 


Planning programmes and helping investors be objective is part 


of our job. Perhaps we can help you. 


A. E. Ames & Co. 


mited 
Business Established 1889 


MONTREAL NEW YORK LONDON, ENG. VANCOUVER VICTORIA WINNIPEG CALGARY 
LONDON HAMILTON OTTAWA KITCHENER ST. CATHARINES OWEN SOCUND QUEBEC 


BOSTON, MASS. 
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THE INSTITUTE YEAR 


THE 57TH ANNUAL GENERAL MEETING of the Canadian Institute of 
Chartered Accountants is being held in Vancouver on September 14. 
A survey of the annual report for the year ending April 30, 1959 re- 
veals another year of substantial progress. Membership of the In- 
stitute advanced from 7,979 to 8,549 and the number of students as 
at April 30, 1959 was 4,554, which represents a slight gain over the 
corresponding figure 12 months earlier. A feature of the examination 
results was the record number of successful candidates. Out of 
1,005 final candidates, 586 passed and 167 obtained supplemental 
standing. In the intermediate group, from a total of 943 candidates, 
525 were successful. The Institute’s income and expenditure account 
for 1958 showed a satisfactory profit of $21,989 as compared with a 
loss of $5,356 for the previous year, and the accumulated surplus now 
stands at $60,220. 


The Institute’s publications during the year have attracted con- 
siderable attention. Foremost, perhaps, was the publication last 
September of “Canada’s Investment Business”, followed early this year 
by “Accounting for the Small Retail Store”. An important bulletin 
was issued in April. This was “The Auditor’s Responsibility for the 
Validity of the Inventory Figure” which replaces bulletin No. 7 and, in 
so doing, extends standard auditing procedures to include attendance 
at physical stocktaking. 


Two special sub-committees of the Committee on Accounting and 
Auditing Research were appointed. The function of one on “Re- 
liance on Other Auditors” is to study the practices of members of the 
profession in Canada and elsewhere with regard to situations in 
which the statements of subsidiary companies included in the con- 
solidated statements have been examined and reported on by auditors 
other than those of the parent company. This is a subject on which 
there are differences of opinion as to the degree of responsibility and 
where there is a need for greater uniformity in the wording of refer- 
ences, in the auditor’s report on the consolidated statements, to the 
work done by the other auditors. A second sub-committee has been set 
up to prepare a brochure, in cooperation with the Canadian Bankers 
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Association, which will explain more fully to branch managers of 
Canadian banks the services provided by chartered accountants with 
particular reference to the distinction between audited and unaudited 
statements. 


The Taxation Committee has continued its important work in re- 
commending changes to the Income Tax Act and, in cooperation 
with the Canadian Bar Association, presented a joint brief to the 
Federal Government. High up on the list of activities undertaken by 
the Institute has been that of encouraging the presentation by public 
companies of clearer and more informative annual reports. During 
the year the Companies Act Committee expressed its views on the 
draft statute of the Uniform Companies Act prepared by the Federal- 
Provincial Conference on Uniformity of Company Law; it was gratify- 
ing to note that many of the recommendations which had been made 
at an earlier date by the committee had been incorporated. 


For the past eight years The Financial Post, through the presen- 
tation of annual awards, has also shown particular interest in financial 
reporting. In this it has had the help of the Canadian Institute which, 
as in prior years, has shared the responsibility with two other 
national associations of judging the annual competition, a task both 
interesting and rewarding. 


Within the accountancy profession great attention is being paid to 
the subject of education. A new Sub-Committee cn Long-Range Edu- 
cation Planning has been set up to study not only the whole range of 
standards of admission for students-in-accounts, but also the educa- 
tion program leading to membership in the profession. The In- 
stitute is also giving careful consideration to the area of post- 
graduate training. A special committee has been established to in- 
vestigate the needs of the profession in practice and industry, and to 
make recommendations concerning the role which the Canadian In- 
stitute and provincial Institutes should play in this important field. 
The subject will be discussed at a plenary session during the Van- 
couver conference, indicating the importance in which it is held. 


Our comments on the year would not be complete without men- 
tion of two generous bequests — the Edmond Gunn and the Founders’ 
Memorial Prizes. The former were awarded to students obtaining the 
highest and second highest standings in the 1958 final examinations. 
The Founders’ Memorial Prizes represent a $10,000 legacy from the 
estate of the late John F. Helliwell, one of the founders of the 
Institute and father of John L. Helliwell, F.C.A., who this month 
completes his term as president of the Institute. A special committee 
has been appointed to consider the best use for this bequest. 


Forecasting is always a hazardous undertaking but if the course 
of the past year is anything to go by, there would seem to be every 
indication that the Institute is well geared to meet any new re- 
sponsibilities or difficulties with which it may be faced. 
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RECENT YEARS HAVE seen a radical 
change in the business climate from 
the predominantly sellers’ market en- 
joyed in the immediately post-war 
years. The intensely competitive con- 
ditions now prevailing are manifested 
in generally reduced profit returns as 
increasing consumer resistance to 
higher prices has discouraged the di- 
rect passing on of cost increases ex- 
perienced at the manufacturing and 
distribution levels. 


The significance of merchandising 
programs which are compatible with 
overall corporate financial policy, 
rather than those concerned simply 
with maximizing sales volumes, has 
become more apparent under current 
conditions. When profit margins are 
substantial, a philosophy of maximiz- 
ing sales volumes by any means, in- 
cluding price concessions, can result 
in greater aggregate profit and, due to 
the beneficial impact of volume on 
fixed expense absorption, may also 
lead to greater returns on sales and 
assets employed. At the same time 
the growth in the funds required to 
finance the higher volumes may be 
adequately provided out of the 
profits. When profit margins contract, 
as is recent experience, an interesting 
anomaly often emerges. The dollar 
profit advantage presented by in- 
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J. WILSON BLODGETT, C.A. 


creased volume becomes most attract- 
ive as a means of restoring total profit 
to its previous level; yet this same 
incremental volume, particularly if 
achieved with price concessions, may 
prove unattractive in the context of 
overall financial policy, due to diffi- 
culty in financing the incremental in- 
vestment required with the lower 
profit margins available. 


A planned approach to product 
pricing directed toward achieving the 
optimum relationship of volume and 
profit within established policy is in- 
tegral to good business management 
at all times and is a management 
function which is attracting consider- 
ably more attention under present 
competitive circumstances. 


In the merchandising of any pro- 
duct there are two basic require- 
ments. A need must exist or be 
created, and the consumer must be 
offered the product to fill this need 
for a sum which he will accept as a 
fair measure of the satisfaction to be 
enjoyed through the consumption of 
the product in the volume purchased. 
This simple principle establishes the 
general level of prices. Routine price 
decisions by business management are 
then primarily concerned with devia- 
tions from the established level of 
prices. These deviations in price may 
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be made necessary by competitive 
action within a product range, by the 
desire to expand the market to utilize 
available productive capacity or re- 
lieve an over-produced position, or by 
the offering by competition of an al- 
ternative product. In all of these 
cases the pricing decision is one of 
change from an established level and 
is based on measurements in relation 
to a known base, that is, the going 
price. 


Objectives in Pricing New Products 


An established frame of reference 
may or may not be available when 
introducing a new product depending 
on its nature. A product may be new 
only in the sense that it is a new 
item to the business concerned and, 
as such, is a new brand of an existing 
product. Products can be introduced 
as being new although, in fact, re- 
reflecting only progressive develop- 
ment of existing products or artificial- 
ly created style or fashion obsolesc- 
ence. Then again, a product may be 
new in the purest sense of being di- 
rected at a need that has been created 
or has existed in latent form. 


The end purpose in establishing 
any new product price is the attain- 
ment of a profit objective for that 
product which makes an appropriate 
contribution to the achievement of 
corporate objectives. In establishing 
overall corporate policy, consideration 
must be given to the level of incre- 
mental investment required with par- 
ticular reference to receivables, in- 
ventories and fixed assets. If this in- 
cremental investment is not to be 
financed out of the existing resources 
of the company or by additional cap- 
italization or debt structure, then it 
follows that the profit objective for 
the new product must be adequate to 


sustain the necessary financing. Thus 
the root of all profit objectives should 
be the maximizing of profit compat- 
ible with overall financial policy and 
pricing is a tool to this end. 


In this context, the maximizing of 
profit does not mean simply the relat- 
ing of price and volume in such a 
manner as to achieve the greatest pos- 
sible profit advantage in any one year 
or years. Since most businesses con- 
templating entry to a new field have 
permanent intentions, it follows that 
the profit position in which they are 
primarily interested is the long-term 
position. Consideration must be given 
to the price-cost structure that will 
best serve the product over a pro- 
longed period. At this point, the 
philosophy of maximizing profits be- 
comes inexorably involved with the 
concept of fair return profits. In the 
long run, a product with excessive 
profits inevitably attracts competi- 
tion, or, where this is_ restricted 
by patent or other factors, it stimu- 
lates research for a satisfactory and 
less costly alternative. In the long 
term, therefore, it is desirable to price 
on a basis that is anticipated to yield 
a fair return. So many different pric- 
ing policy applications are required 
to suit the needs of varying products 
and industries with the result that no 
formula basis to achieve this end can 
be offered. One factor which should 
be noted in the determination of a 
fair return profit is the risk of product 
obsolescence which may be much 
greater in a completely new field than 
with established. commodities. 


Pricing into an Existing Market 

The introductory price of a product 
in a field already covered by competi- 
tion must obviously be determined by 
reference to the existing market price, 
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and adjustments for merchandising 
policy reasons are made from this 
base. This is the circumstance under 
which there is conflict between a low 
price policy most suitable for rapidly 
establishing sales and a high price 
policy most compatible with the pro- 
vision of funds to meet the require- 
ments of the new venture. 


If the low price policy appears at- 
tractive, caution should be exercised 
as this may not be feasible within the 
limits of funds presently available and 
anticipated out of profit margins. Ifa 
high price policy appeals and object- 
ives envisage a reasonable share of 
the market under free supply condi- 
tions, it should be borne in mind that 
an introductory price can only exceed 
the current market price where some 
prestige, service or technical improve- 
ment can be claimed. When some 
service or technical improvement is 
offered it is often possible to estimate 
the benefits accruing to the customer 
and use this as a yardstick of the 
price increment that the product de- 
serves. An initial novelty appeal sel- 
dom reflects in sales to the degree 
that it will permit a high introductory 
price except in trades that are acutely 
name conscious and sensitive to brand 
name advertising exposure. 


In new introductions it may be 
necessary to grant various concessions 
with a view to accelerating volume 
and utilizing initial productive capac- 
ity to the greatest extent. Current 
prices in a product field will have 
been established over a period of 
time and normal competition will, in 
probability, have eliminated excessive 
profits and established prices at which 
a fair return is made. Hence in most 
circumstances it is prudent to enter 
the field granting price concessions, if 
any, of a special or introductory 
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nature only, with the intention of 
gaining some competitive advantage 
but not disrupting the market price. 
Deliberate underpricing of the market 
with permanent intentions as to this 
level of price will benefit the new 
entrant if competitive prices remain 
unchanged. If competitors’ prices are 
subsequently reduced, advantage will 
only accrue if the market available to 
the new entrant grows through the 
withdrawal of competition or a 
growth in the total market results in 
sympathy with the lower prevailing 
level of prices. While there are un- 
doubtedly cases where a market price 
reduction stimulates overall volume 
and attracts greater aggregate rev- 
enue and profit, in the majority of 
cases at the retail level the relentless 
competition for the consumer dollar 
results in the utilization of at least 
part of the price saving in increasing 
consumption of some completely dif- 
ferent article. Products which are 
presently priced for a mass market, 
those of a strictly utilitarian nature 
and products consumed in manufac- 
ture have relatively little elasticity of 
demand. A good practical illustra- 
tion of this point is to consider our 
present incremental purchases of 
shoelaces if the price per pair were 
reduced by half. On the other hand, 
halving the price of stereophonic high 
fidelity equipment could be expected 
to influence a large number of pros- 
pective purchasers. This is one aspect 
of merchandising in which it is almost 
impossible to generalize without at- 
tracting myriads of examples of ex- 
ceptions, but the point to be made 
is simple: beware of visions of limit- 
less market growth and profit po- 
tential resulting from price decreases. 


The entry of a low price brand into 
a product group in which high profits 
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have normally been made triggers a 
rapid readjustment of the market 
price and no lasting competitive ad- 
vantage is gained. The new prod- 
uct must then strive for its profit 
objective and finance its future 
growth with a lower profit margin 
than it could otherwise have enjoyed. 
If penetration through reduced price 
is proposed in a market where no 
more than fair return profits have 
been made by competition, a low 
price brand may enjoy a rapid sales 
growth as competition will be reluct- 
ant to reduce prices to an uneconomic 
level. Here again, any attempts to re- 
tain a permanent advantage through 
price reduction ultimately reflects in a 
depression of the market price which 
may be uneconomic to the new com- 
petitor as well as the old. 


The immediately preceding para- 
graphs have been largely directed at 
reviewing the impact of various levels 
of new brand pricing on existing pro- 
duct price levels and general market 
conditions. This aspect of the prob- 
lem has been reviewed at some length 
because it serves to highlight the in- 
herent dangers of assuming a sub- 
stantial market share, and an asso- 
ciated incremental profit advantage 
will accrue to a product that is mer- 
chandised against competition on a 
price basis. In certain rare cases 


a favourable variable cost position 
relative to competiticn through tech- 
nological advances or new methods 
and processes. If so, it might be pos- 
sible to establish a price that competi- 
tion cannot meet while still making a 
contribution to overhead and _ profit 
considered sufficient, pending estab- 
lishment of the brand and price levels 
compatible with profit objectives. In 
the normal case, however, newcomers 
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to a field are not immediately in a 
cost position where they can attempt 
this form of control. 


In the great majority of cases, 
therefore, the frame of reference for 
prices of a new brand entering an 
existing product field is the policy of 
closely matching existing price levels. 
The merchandising factors intend- 
ed to stimulate sales are preferably 
those of other than a price nature. 
A familiar example in illustration of 
this is in the recent entry into Canada 
of additional branded gasoline out- 
lets where price has been firmly held 
and supported by well-established 
premises, national advertising and 
promotional schemes which have in- 
volved everything from Hula-Hoops 
to fur coats. 


Pricing the Radically New Product 


The problems involved in estab- 
lishing the price of the radically new 
product aimed at a newly created or 
only now extant need are inherently 
similar to those discussed relative to 
pricing into an existing market, al- 
though a change in emphasis on vari- 
ous factors is evident. Competition is 
not as critical an initial factor, al- 
though competitors or alternative 
products appear with a remarkable 
rapidity, and the predominant con- 
sideration becomes the basic market 
factors, that is, the potential applica- 
tions of the product and resultant 
volumes at any given level of price. 
These, however, may have to be sub- 
jugated to overriding considerations 
of financial policy relative to the in- 
vestment support available. 


The pricing of a new product is 
normally preceded by a fairly ex- 
haustive market investigation, a large 
part of which is integral to the de- 
velopment of the product itself. This 
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investigation, from the standpoint of 
pricing, is the basis of all prognostica- 
tions as to the volume and price 
stratification of the market. This basic 
information must be accepted despite 
an inherently large potential margin 
of error, and from it is derived the 
basic merchandising decision as to 
whether profits can be maximized by 
a high price limited market policy, a 
similar policy with a gradual transi- 
tion to a low price mass market 
policy, or immediate concentration on 
development of a low price mass mar- 
ket. 


The high price limited market 
policy, unless the price is acutely re- 
strictive of volume, will result in high 
profits which permit rapid payout of 
initial investment and provide funds 
for future growth. This policy, while 
normally a stimulus to competition 
and the development of alternative 
products, is followed where financial 
policy dictates an accelerated profit 
position or potential competition is 
restricted by patent law or complex 
and costly production requirements. 
This policy is particularly applicable 
to businesses which wish to minimize 
the risk aspect of a new product be- 
cause of their relative size or limited 
financial circumstances. The disad- 
vantage of the high price policy is 
that it virtually guarantees the entry 
of competition with the inevitably 
concomitant lower levels of profit. 
This disadvantage is not wholly over- 
come by intentions of gradually re- 
ducing prices toward a low price mass 
market policy because the advent of 
competition is apt to be more rapid 
than the implementation of the deter- 
rent price decreases. 


Low prices offer the greatest de- 
terrent to the entry of competition 
and do not stimulate research for less 
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costly alternatives. A significant dis- 
advantage of this policy lies in the 
large investment required to accom- 
modate a volume market before it 
has been developed to a profitable 
state, and this one aspect of a low 
price mass market policy often pre- 
cludes its adoption. 


Pricing under Patent Protection 


The right of an inventor to a rea- 
sonable opportunity for profit after 
recovering high costs often associated 
with research, development and intro- 
duction of a new product is recog- 
nized in the existence of a protected 
period under our patent law. Where 
a product is patentable or has patent- 
able features, competitive pressures 
are eased, and wider discretionary 
power in relation to prices is ob- 


tained. 


The absence of competition within 
the fairly protracted patent period 
suggests a price policy be set to 
maximize profits within the patent 
period on the premise that on the 
expiry of the patents the company is 
still in a stronger position than any 
prospective competitors. A rigid high 
price policy throughout the patent 
period is seldom followed because 
virtually no product is absolutely free 
of substitutes or of a nature that some 
acceptable alternative cannot be de- 
veloped. 


The protection of a patent period 
does, however, greatly facilitate the 
development of a mass market in 
which a commanding position is held 
to long term profit advantage by re- 
moving certain of the drawbacks of 
the two mass market price policies 
discussed above. The policy of mar- 
keting at an initially high price and 
then implementing progressive price 
reductions toward a mass market 
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position is more practical with a 
patented product because some rea- 
sonable period of high prices may be 
enjoyed. This is often the only basis 
on which a new product can be 
financed into a mass market from lim- 
ited initial resources and can be of 
particular advantage to smaller con- 
cerns, Alternatively, if there is a sug- 
gestion of strong elasticity of demand 
for the new product, a low price 
policy can be implemented from the 
beginning with some assurance that 
the revenue thereby lost can be re- 
gained within the patent period when 
volume is more established. Under 
both of these alternatives the new 
product on the expiration of the 
patent period is in the desirable es- 
tablished position in a volume market. 


Cost as a Factor 

To many persons it is logical that 
price should be derived from cost, 
particularly since it is difficult to es- 
timate the market relationship of 
price and volume but quite simple 
to produce an estimated cost at any 
volume and add a reasonable profit. 


Price, volume and cost are all inex- 
tricably related to one another, but 
the strength of demand is the domin- 
ant factor in establishing the price 
at which a given volume of sales will 
be made, excepting, of course, “cost 
plus margin” contract pricing. To the 
extent that cost is also a consideration 
for competitors, broad industry levels 
of cost have a stronger influence on 
price than is the case with an individ- 
ual concern within that industry. The 
influence of industry levels of cost on 
price is most marked in those indus- 
tries which are basic producers and 
dominated by a relatively small num- 
ber of companies, one or more of 


whom may become price leaders. 
Even under these conditions, how- 
ever, the consumer must accept the 
established price as a fair measure 
of the utility of the product or some 
alternative satisfaction may be sought. 


As mentioned earlier, when a new 
brand enters an existing market the 
market price is already established 
and the new brand cost does not 
normally affect price. Cost does, how- 
ever, affect the overall merchandising 
policy because it determines the mar- 
ket penetrations which result in ac- 
ceptable profit and financial circum- 
stances. 


With the radically new product, 
pricing policy can be more directly 
related to cost because competitive 
pressures are eased by the element of 
newness or patent protection. Here 
again, however, long-term interest 
most often results in consideration of 
so many other factors that, although 
cost in fact determines the potential 
profits under various conditions and 
is therefore integral to measurements 
leading to policy decisions as to price 
and volume, it cannot be said cost is 
setting the price. 


Other Factors 

One intangible factor that affects 
the price of certain types of product 
is public opinion as to the “right” 
price. Occasionally, a new product 
may be priced too cheaply and ex- 
perience a loss of volume because of 
loss of prestige. Alternatively, it may 
be priced above the level of a pro- 
duct it is replacing on account of in- 
herent advantages or quality improve- 
ment and experience a disproportion- 
ate consumer resistance because of a 
firm mental association of price and 
basic function. 
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PRICING A NEW PRODUCT 


Sometimes an element of public 
relations affects price. Where a pro- 
duct is in great demand with no 
other source of supply or substitute it 
may be merchandised at a much 
lower price than the market would 
support. In part this may be follow- 
ing a principle of discouraging com- 
petition, but it often reflects also a 
conscious attempt to build a customer 
association or goodwill that may be 
repaid under less fortunate situations. 


The establishing cf prices general- 
ly and new product prices in particu- 
lar presents management with a be- 
wildering complexity of approaches. 
Yet surely all these approaches have 
as a common goal the maintenance or 
more desirably the improvement of 
the financial strength of the company. 
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Growth in terms of sales dollars 
brings added pressures in the form of 
additional financing, particularly for 
receivables, inventories and fixed as- 
sets. These pressures should be borne 
in mind when determining the profit 
objectives for the new sales dollars. 
Failure to adequately assess and pro- 
vide for these factors can result in 
erosion of the financial fabric of the 
company. 

Basic principles and commonsense 
play a large part in this field but 
satisfactory solutions often depend on 
a deep feeling and understanding of 
the problems and circumstances as- 
sociated with the product, a require- 
ment which raises pricing from the 
level of a practical science to some- 
thing of an art. 


A Lesson from History 


One of the lessons which we can learn from the history of accounting is 











that it flourished in those countries which prospered economically, and that 
the decay of the one is paralleled by the decline of the other. This is a 
logical result; the extension of economic activity — either personally by means 
of agents and servants, or geographically by voyages of trade, conquest or 
colonization — involves recourse to a specialized means of communication of 
economic facts. This means of communication has existed since ancient times. 


The Sumerians, to go back as far as archaeology will take us, knew such 
a period of economic prosperity between 4000 and 3000 B.C. The clay 
tablets which have been unearthed at places such as Ur of the Chaldees 
tell us that their commercial institutions were comparable with our own. 
There are bookkeeping and legal texts, contracts, receipts, business corres- 
pondence and other documents, engraved by stylus in the cuneiform charac- 
ters which were part of a recording system extending throughout Asia Minor, 
and as far as Egypt to the west. 


The Code of Hammurabi contains commercial and maritime laws, and 
crystallizes many legislative ideas which were to be developed by Exyptians, 
Greeks and Romans into the basis for our own mercantile laws. Articles 
100, 104 and 105 of the code, for example, required a bailee to keep accounts. 


—K. S. Most, “Accounting by the Ancients”, 
The Accountant, May 9, 1959. 





Techniques of Manpower Control 


RALPH PRESGRAVE 


THis SUBJECT Is what, in current slang, 
might be termed a “sleeper”, for it 
takes on unexpectedly broad signi- 
ficance upon contemplation. Perhaps 
this is because the word “control” 
carries a variety of meanings, more 
than one of which may be related to 
the title of this article. There is, for 
instance, the special business use of 
the term in reference to certain re- 
cords of performance that are kept as 
aids to decision and direction. Such 
records are so essential to the exer- 
cising of control that they themselves 
are often called controls. 


Obviously no record can control in 
the strict sense. The actual control is 
a matter of certain people inducing 
others to do what is required of them. 
As we contemplate this fact, we see 
that our subject grows until it takes 
in almost all the techniques of busi- 
ness. Offhand it is difficult to think 
of a single one that is not directed to 
the achievement of an end through 
the actions of people, some of whom 
may not even be in the business. 


However, this discussion will be 
confined to those who are paid by 
the business and over whom, there- 
fore, the business has some right to 
exercise direct control. In this we 


shall be concerned with three ele- 
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ments in the control process, each 
meaningless, or at least ineffectual, 
without the other two. The first is 
the establishment of the goal or the 
criterion; the second is the recording 
of what is done as it relates to achiev- 
ing the goal; and the third is the 
manner of making the second coin- 
cide as closely as needs be with the 
first. 


The actual process is rarely as tidy 
as this suggests, for, as one might 
surmise, in many companies there is 
much “playing by ear”. Goals may 
be ill-defined and vaguely stated, if 
stated at all; records may be inexact 
or non-existent; negligible effort may 
be exerted towards reconciling the 
performance with the aims. Neverthe- 
less, even in the smallest company, 
with no formal system at all, there 
must be some one with some idea of 
what its people do and what they 
should do, and what must be done to 
make the two agree. 


This seems to be remote from tech- 
nique, a term that suggests formalized 
and specialized systems. However, it 
is well to remember that the functions 
are not new. Tasks have been set, 
people have been hired and fired, 
trained and rewarded for thousands 
of years. The modern techniques are 


LEE LE OT I: TIS. aS TREE 


TRB ic 





ES —— 





= IE OEE EL TT LT TRE 
RO TS: Soe RRNE Se a , 


TECHNIQUES OF MANPOWER CONTROL 217 


refinements rather than essential inno- 
vations. Yet they are useful and in- 
genious. Indeed some of them are so 
complex and esoteric that there is a 
danger of their being regarded as 
ends in themselves rather than as 
means to an end. Those who are 
hired to operate the systems are na- 
turally susceptible to this point of 
view. 


Certain direct examples of devices 
for the control of man-power leap to 
mind, but the range of techniques in- 
volves considerably more than setting 
piece-rates or establishing commission 
rates for salesmen. What we are 
really considering is the operation of 
a business from the first tentative try 
at market research to the moment the 
customer takes title to the goods, and 
perhaps beyond that point if we re- 
gard the credit manager as exercising 
man-power control. That is to say, 
all the many functions of a business 
can only be carried out by people 
who in turn must be “controlled”. 
That many of them actually control 
themselves does not detract from the 
basic fact that business is run via the 
control of people by people. 


Various Techniques 


As we have noted, our title at first 
glance suggests only such devices as 
wage-incentive plans and salesmen’s 
remuneration schemes. Important, in- 
deed crucial, as these are, they are 
still only components in an overall 
system. For instance, inherent in 
plans for the effective use of man- 
power is the system for the securing 
and training of staff, and the methods 
of holding turnover to an optimum 
rate. The problem then is a dual one: 
(a) to achieve a desired end and (b) 
to hold the costs of doing so to a 


minimum, all needs and rights being 
properly served. 

Many books could be, and have 
been, written about each of the tech- 
niques. To deal with them all in a 
brief article would be to produce 
little more than a glorified check-list, 
the main items of which would run 
about as follows: 


1. Basic prerequisites to man-power 
control 
(a) Market research 
(b) Sales forecasting 
(c) Production planning 
(d) Production control 
(e) Machine layout 
(f : Materials procurement 
(g) Inventory control 
(h) Budgeting 
2. Staffing 
(a) Recruitment 
(b) Physical examination 
(c) Interviewing and testing 
(d) Selection 
(e) Placement 
(f) Induction 
(g) Training and education 
(h) Deployment 
3. Staff administration 
(a) Supervisory methods 
(b) Discipline 
(c) Safety 
(d) Personnel administration 
(welfare, recreation, counsel- 
ling, etc.) 
(e) Union negotiations 
(f£) Labour relations—contract ad- 
ministration 
(g) Handling of dismissals, quits, 
retirement, etc. 


4, Direct control 
(a) Work analysis—motion study, 
etc. 
(b) Work standardization 
(c) Work measurement — time 
study, etc. 
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(d) Job standards — time values, 
piece-rates, etc. 

(e) Job evaluation 

(f) Wage payment plans, bonus 
systems, merit rating, etc. 

(g) Individual production records 

(h) Departmental labour cost 
control records 


Several points should be noted. For 
example, we have used the term 
“staff” in its broadest sense and not 
as opposed to “line”. Also the list is 
by no means complete since it applies 
directly only to production, Its ap- 
plication to selling is oblique, via 
sales forecasting which is, of course, 
the sine qua non of all industrial pro- 
cedures. If it had referred directly to 
selling, other techniques would have 
been listed, such as analysis of area 
potentials, territorial allotment, 
quotas, break-out systems, multiple 
commission rates, detailed bookings- 
analysis and so on. In a sense these 
parallel the procedures for control- 
ling man-power in the factory, but 
they call for quite different knowl- 
edge and skills. 


It will be seen that every item on 
the list, remote as it may seem at 
first glance, is basic to the control of 
man-power at all levels and of all 
types. Moreover, every company must 
recognize every function in some 
fashion even though it may not use a 
discernible technique. For instance, 
physical examination may amount to 
no more than a shrewd look by the 
mill superintendent. 

Certainly no company uses all the 
devices as fully as certain companies 
use some of them. This is a matter of 
the type of industry, nature of the 
product, company tradition, personal 
prejudices, the selling ability of con- 
sultants and many other factors. How- 
ever, it is safe to say that somewhere 


each function is played to the fullest 
extent and highly detailed techniques 
employed. Indeed, some of these 
have become professions in their own 
right, or at least they employ pro- 
fessional people. Physical examina- 
tion may be a complete medical done 
by a full-time staff doctor; market re- 
search may be directed by an econo- 
mist; personnel administration by a 
psychologist or even a_ psychiatrist; 
control records by a chartered ac- 
countant; the wage system by an in- 
dustrial engineer. 


One would suppose most of the 
preceding matters to be reasonably 
self-evident, it being unlikely that 
anyone would deny that industry and 
business are mainly concerned with 
the control of man-power; that the 
systems devised to this end do not of 
themselves exercise control; and that 
the individual systems are mutually 
interdependent to a higher degree 
than is at first apparent. Neverthe- 
less, we do not always act as if we 
really believe these things. Nowhere 
is this more clearly seen than in our 
handling of wage-incentive plans 
which more closely approach the con- 
cept of a man-power control system 
than do any other managerial tech- 
niques. 


Wage-incentive plans, in addition 
to being payroll systems, are unusual- 
ly effective in supplying control in- 
formation to be used in directing the 
use of people in production. Even 
so, because we have not quite under- 
stood their function, they have fallen 
short of their potential. Probably the 
use of the word “incentive” has led us 
into viewing the plans from a doubt- 
ful angle. That is to say, we have 
overemphasized the assumed stimu- 
lative effects of the principle of “pay- 
ment by results”. Concentration on 
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the uses of human cupidity, need or 
vanity has tended to distort our per- 
spective and led us to view the plans 
solely as schemes for spurring or lur- 
ing people to put forth their fullest 
productive effort. 


There is nothing particularly wrong 
or vicious about this point of view, al- 
though some would disagree. Indeed, 
its thoughtful application has brought 
a considerable measure of equity into 
what was often an unbalanced and 
unjust situation. For instance, one of 
the major contributions towards the 
correction of an obvious injustice was 
the introduction of guaranteed work- 
standards, a remarkable innovation in 
its day. 


Setting Work Standards 


Originally, piece-rates were set 
from vague records, intuition or 
opinion. They were highly inconsist- 
ent, often being two or three times, or 
more, as high as they really needed 
to be, but rarely lower than they 
should have been. Whenever ab- 
normally high earnings appeared, 
the reaction was to cut the piece- 
rates. This quite naturally resulted 
in individual or concerted restriction 
of output. Neither of these moves can 
be overly condemned, for neither side 
had much other recourse in a situa- 
tion that called out for correction. 
The result was more or less of an im- 
passe, existing in an atmosphere of 
mutual mistrust. The remedy, which 
had dangers of its own, was to guar- 
antee the piece-rates against capri- 
cious change. In the light of past ex- 
perience and in the knowledge that 
piece-rates had been set by dubious 
means, it became apparent that some 
more accurate and consistent way of 
setting piece-rates would have to be 
found. 
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The result was stop-watch time 
study which, over the past 40 years 
or so, has become almost a profes- 
sion in its own right. Some remark- 
able techniques have been devised, 
including the most recent one of using 
predetermined motion-time standards. 
In this, all the simple motions of 
body-members (particularly the arms 
and hands) are classified. The normal 
time for each is found from care- 
ful statistical analysis and is tabu- 
lated in its proper relationship to 
other motion times. The result is 
that almost any manual operation can 
be analyzed into its component mo- 
tions, the times for these added and a 
standard time for the job produced 
without the use of a stop-watch. 

At the same time that the principles 
of deriving work standards became 
better understood, it also became 
abundantly clear that before any 
piece-rate or time standard could be 
guaranteed with any assurance, the 
method of doing the job, even down 
to the exact motion pattern, would 
have to be standardized and specified. 
Thus time study and detailed motion 
study were logically combined in an 
effort to produce as dependable 
standards as was humanly possible. 

As insight grew, it became apparent 
that straight piece-work left much to 
be desired as to equity, although it 
could provide a fairly forceful mode 
of control in a rather summary 
fashion. Each task carried a straight 
cash value which, extended by out- 
put, gave the operator’s pay for a 
given period. This was simple and 
effective, and some still prefer it for 
those reasons. However, it conflicted 
with the concepts that developed out 
of a growing understanding of time 
study and method study. Mainly the 
conflict lies in the fact that piece- 
rates, in effect, state how much a job 
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is worth in money, while time study 
states how long the job should take. 
Since the former is something to be 
negotiated and the latter something 
to be measured, it became clear that 
piece-rate systems, while superficially 
simple and understandable, actually 
brought obscurity and dissension 
merely by combining two dissimilar 
concepts into a single number. 


Wage-Incentive Plans 


The outcome was the development 
of the modern wage-incentive plan. 
At first, in the 20’s and 30's, a great 
variety of plans were invented. How- 
ever, as the principles became better 
understood, the variety diminished 
until, with minor deviations, one plan 
largely prevailed. It is known as the 
standard hour plan and runs about 
as follows: 


1. Each type of job carries an hourly 
base-rate. This rate will usually 
have been arrived at through an 
analysis and appraisal of the qual- 
ities demanded by the job. Fre- 
quently, this appraisal is carried 
out in a reasonably systematic 
manner through the use of some 
form of job evaluation. The most 
popular plan for evaluating the 
work of hourly paid employees is 
one in which numerical values are 
assigned to a series of factors, 
e.g. years of training, responsibil- 
ity for materials, hazards, etc. 


2. The operator is credited with the 
time values for the work he does, 
as well as for time spent in non- 
standard work. He will also be 
credited with time losses, delays, 
etc. which are not his fault. If the 
total time credited exceeds the 
actual time worked according to 
his time card, he will receive a 


pro-rata premium over his base 
pay. On the other hand, even if 
his credited time is less than his 
actual time he will still be paid 
the base rate for the time spent. 
Naturally, a persistent short-fall 
would lead to corrective measures, 
but in the main the distinguishing 
features of an incentive plan as 
against straight piece-work are 
that the base rate and the time 
standards are guaranteed against 
arbitrary change. Also, the opera- 
tor is compensated for production 
losses that are not his fault. 


The plans are often more complex 
than this suggests, and include pro- 
visions for the reward of supervisory 
and other help on a variety of bases 
such as departmental efficiency and 
the control of cost ratios. There may 
also be premiums, or penalties, to 
both direct and indirect staff in rela- 
tion to quality standards, waste of 
materials, completion schedules, etc. 
The complexities cannot be dea!t with 
here, but it is pertinent to note the 
control aspects, other than whatever 
control is developed via the incentive 
principle. Most plans provide much 
pertinent and usable information. In 
the first place, there is most likely to 
be a daily posting of each operator’s 
performance in relation to standard. 
This is an excellent control feature for 
both the operator and his supervisor. 
Any deviations from the normal pat- 
tern will be detected early so that 
steps can be taken to correct con- 
ditions or possibly the operator him- 
self. The daily posting also intro- 
duces the competitive element, al- 
though this is not stressed since one 
may doubt whether it has much 
effect in the long run when each 
operator has reached his optimum 
level of production. In addition to 
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this, there will be detailed depart- 
mental labour cost analyses giving 
deviations from standard cost, ratios 
between direct and indirect costs, ex- 
cess direct costs for delays, sub- 
standard performance, faulty plan- 
ning, irregular materials and so on. 


Aim of Incentives 


A vast amount of cerebration, in- 
genuity and technical skill has gone 
into the wage plans and possibly even 
more has gone into the techniques of 
work analysis and work measurement. 
This has created specialists and a 
tendency towards water-tight com- 
partments. This is not to say that 
time study and wage incentives have 
not been integrated — they must be — 
but rather that some of the ancillary 
techniques have not been accepted 
and dealt with as integral parts of a 
total structure. As a result we have, 
as mentioned earlier, tended to over- 
emphasize the motivating effect of 
payment by results. If we had, on the 
other hand, maintained the viewpoint 
that the essential function of the in- 
centive plan is to provide a just and 
proper and tangible recognition for 
work well done, it seems quite prob- 
able that our behaviour in the ad- 
ministration of such plans would 


have been different. 


At first glance this distinction may 
appear to be a quibble. Certainly 
there is no sharp dividing line be- 
tween the two theories. Let us look 
then at how the matter has worked 
out in actual practice. Because of our 
regarding the incentive plan solely as 
an activating force, we have expected 
a great deal more of it than it is cap- 
able of delivering. For instance, 
whether or not we have realized it, 
we have required the incentive to 


perform most of the functions of 
selection, placement and _ training. 
That is to say, we have, in the main, 
hired with a minimum of discrimina- 
tion and permitted employees to learn 
when we should have taken seriously 
our responsibility for teaching them. 
We have depended on the pressure 
of the incentive to weed out the in- 
competent and to force the competent 
to adapt his inherent competency to 
the situation by learning as quickly 
and as best he can how to do the 
job. In short, we have expected the 
incentive plan to do for us the very 
things we should have been doing 
for it. 

If, on the other hand, we had 
maintained the other viewpoint, that 
the incentive is systematically design- 
ed to provide a suitable award for a 
job well done, there is little doubt 
that we should much sooner have 
reached a situation that some have 
already attained, but which still lacks 
general recognition. 


Let us look at this in another way. 
It is a simple arithmetic fact that 
the productive level of half the work- 
ers in any plant is below the average 
for the plant. It is also a physiolog- 
ical fact that the best workers will 
produce roughly twice as much as the 
poorest. Reverting to arithmetic again 
it is clear that the upper 50% of any 
sizable group of workers will pro- 
duce at an average rate of 30% greater 
than the lower half. This situation 
exists naturally, no matter how skil- 
fully the incentive plan is devised or 
how well it is applied. It is hardly 
necessary to elaborate on what it 
would mean to any manufacturer if 
all his employees were to do as 
well as the top half. The effect 
on production, earnings, and indus- 
trial relations would be highly desir- 
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able. An appraisal of current hiring 
and teaching techniques indicates 
that a productive gain of 15% (which 
is what our rough figures suggest) 
is not an unreasonable expectation. 


Reasons for Employee Unsuitability 


There are two reasons why any 
employee in the lower group under 
proper incentive fails to do as well 
as an employee in the upper group. 
Either he is constitutionally unsuited 
to do so, or he has not been proper- 
ly trained to do so. The unsuitability 
may be a matter of physical aptitude 
or of temperament. Skilful interview- 
ing and testing would go far towards 
ensuring that this phase of the 
“square - peg - round - hole” problem 
would be reduced to a minimum. 
Careful and well-devised training 
should do the rest. Developments in 
the field of placement and training 
are well advanced and with sincere 
and intelligent effort it should be pos- 
sible for any company to select an 
employee who has it in him to occupy 
a place in the upper group, to place 
him in the specific job to which he is 
best suited and to train him in per- 
haps no more than a quarter the time 
that would be taken under more tra- 
ditional methods. 

It takes little imagination to visual- 
ize the change this would make in the 
position of the incentive plan. Stand- 


ards would be more readily accept- 
able and thus more easily applied. 
However, it is only proper to point 
out that this has nothing to do with 
the technical aspects of time study or 
the structural aspects of the incentive 
plan. The technicalities would not be 
reduced. In fact it would be even 
more essential for the plan to be 
soundly constructed, supported by im- 
peccable time and motion study and 
administered on a high plane, par- 
ticularly in relation to the individual 
operator. 


The above may suggest that work 
standards, work-load study, incen- 
tives, etc. apply only in the factory. 
It is true that this has been the main 
area of use, but application in offices, 
warehouses and so on is often equal- 
ly feasible and is gradually becoming 
understood and adopted. 


Conclusion 

The reader will no doubt deduce, 
from the amount of space we have 
given to wage-incentive plans and 
their supporting techniques, that they 
are to be regarded as the most im- 
portant instruments of control, This is 
true, but it must be repeated in con- 
clusion that virtually all managerial 
techniques and systems find their 
justification in the fact that they help 
towards a goal that can only be 
reached by the control of man-power. 
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Deferred Tax 
Credits Are 
Liabilities 
JOHN E SANDS, C.A. 





A coRPORATION’S taxable income is 
seldom the same as its reported in- 
come before taxes. There is little 
reason to believe it will ever be other- 
wise. The calculation of taxable in- 
come is only a step in the calculation 
of a tax assessment. The assess- 
ment of taxes involves political, eco- 
nomic and administrative considera- 
tions, which are not relevant to the 
calculation of income in accordance 
with generally accepted accounting 
principles. The differences that occur 
in any one year can be divided into 
two categories, those that are per- 
manent and those that arise from at- 
tributing revenues and expenses to 
some years for taxation purposes and 
to other years for accounting pur- 
poses, and that balance out over the 
entire lifetime of a business. The for- 
mer do not present any accounting 
problems. The latter raise two ques- 
tions: 
1. Should income taxes be charged 
against income in the years in 
which the taxable income is recog- 


1M. Moonitz, “Income Taxes in Financial 
Statements”, Accounting Review, Apr. 
1957, p. 181 and T. M. Hill, “Some 


nized and the taxes are assessed or 
in the years in which the account- 
ing income is recognized? 

2. If taxes are charged against in- 
come in the years in which ac- 
counting income is recognized, 
what do the deferred tax balances 
represent, which arise from charg- 
ing against income an amount dif- 
ferent from the amount currently 
payable? 

These questions have become the 
subject of considerable controversy 
since the tax regulations were amend- 
ed to permit much larger claims for 
depreciation in computing taxable in- 
come in the early years of an asset’s 
useful life than are used in computing 
accounting income. The questions 
will be dealt with here by specific 
reference to the depreciation problem, 
but the principles which evolve are of 
general application. 


Income Taxes: An Expense? 


Income is measured in accounting 
by first determining what the reven- 
ues for the year are and then charg- 
ing against those revenues the ex- 
penses that were incurred in earning 
them. The first question to be an- 
swered is whether income taxes are 
an expense. An economist could ar- 
gue that insofar as the corporation is 
concerned income taxes are less of an 
expense than dividends, that both in- 
terest and dividends represent costs 
of obtaining funds with which to op- 
erate, while income taxes represent a 
distribution of the residual profit left 
in the hands of the corporation, the 
corporation being an individual sep- 
arate and distinct from its stockhold- 
ers under the law.'' This may verv 


Arguments against the Inter-Period Al- 
location of Income Taxes”, Accounting 
Review, July 1957, p. 357. 
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well be the most logical view of a 
corporation to take. If this view is 
taken, however, it requires that undis- 
tributed earnings be separated from 
stockholders’ equity. To include sur- 
plus in stockholders’ equity is to take 
the view that the equity of the corp- 
oration and the equity of its stock- 
holders are synonymous. If this sec- 
ond view is taken, as it usually is, 
then income taxes must be reguarded 
as an expense. 


If income taxes are considered an 
expense, they must be charged against 
revenues in the same way as other 
expenses, that is, the taxes incurred 
in earning income must be charged 
against that income in the same year 
the income is recognized in the ac- 
counts. Therefore, if governmental 
regulations require accounting income 
to be shifted from some years to oth- 
ers in order to determine taxable in- 
come, then the taxes so determined 
must be adjusted to compensate for 
that shift, in order to determine the 
amount of tax expense applicable to 
each year. In other words, income 
tax expenses for each year must be 
calculated on accounting income ad- 
justed for permanent differences be- 
tween account'ng and taxable income, 
but not adjusted for differences in 
the timing of recognition of the two. 
To argue otherwise would be com- 
parable to arguing that income should 
be recognized on a cash rather than 
an accrual basis. This is particularly 
obvious when one considers that cor- 
poration managements can shift taxes 
payable to some years from others 
simply by deferring claims for depre- 
ciation allowances. 
2J. W. Crowe, “A Look at Depreciation 

and Income Taxes”, CCA, July 1956, p. 


45. 
3G. G. Richardson in “Accounting Re- 


How Permanent is Deferment? 

It is sometimes argued that no ad- 
justment need be made to taxes pay- 
able in order to determine tax expense 
where depreciation claimed for tax 
purposes exceeds depreciation charg- 
ed in the books, on the ground that 
the current tax reduction so achieved 
is a permanent gain and not merely a 
shift in taxes payable to future years.” 
It is held that as long as a firm main- 
tains or expands its investment in de- 
preciable assets, the higher-than-book 
claims for tax allowance on the new 
assets will offset the lower-than-book 
claims available on the older assets, 
so that the tax reductions achieved in 
the early years will never become 
payable. As has been pointed out by 
earlier writers on the subject,’ this 
position ignores the fact that tax de- 
ferments obtained in earlier years be- 
come payable after a very few years 
and are simply replaced by new tax 
deferments. That is, it ignores the 
revolving nature of the deferment and 
regards it as a single homogeneous 
unit without regard to the factors that 
give rise to it. 

Even if one is willing to accept 
such a view, the circumstances in 
which such a deferment would be 
permanent are extremely . unlikely. 
They are either that the corporation 
will never die nor permanently de- 
crease its investment in depreciable 
assets; or that before the deferment 
becomes payable, the corporation will 
begin to suffer losses to the extent 
that no taxes are payable even with 
the reduced depreciation allowances 
available and that these losses will 
continue until all of the company’s 


search”, CCA, June 1957, p. 522; W. J. 
Graham, “Allocation of Income Taxes,” 
The Journal of Accountancy, Jan. 1959, 
p. 57. 
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depreciable assets have been dissi- 
pated; or that before the deferment 
becomes payable the government will 
change the tax regulations in such a 
way as to make it permanent. It is 
quite possible, of course, that part of 
the deferment could become perma- 
nent through a change in profit levels 
or in tax rates, and this possibility 
will be considered later. The entire 
deferment, however, could not be- 
come permanent except in one of the 
three ways described. 


Going-Concern Assumption 


No business lasts forever. It would 
hardly be correct, therefore, to con- 
sider deferred taxes a permanent gain 
on the ground that a business will 
never die. The going-concern as- 
sumption cannot be used to justify 
such an interpretation. The going- 
concern assumption is made in order 
to provide a basis for allocating long- 
term costs and revenues and requires 
only that one assume the business 
will last longer than any of its assets 
or liabilities. It is an unwarranted 
extension of this assumption to in- 
terpret it to mean that all going busi- 
nesses have infinite lifetimes. In ad- 
dition to the assumption of an infinite 
lifetime, the first set of circumstances 
which would justify regarding the 


’ tax deferment as a permanent gain re- 


quires that no permanent decrease in 
the investment in depreciable assets 
should ever occur. Even a tempor- 
ary decrease in this investment could 
easily result in part of the tax defer- 
ment coming due. One could only 
justify ignoring it at the time that 
happened by proving that the de- 
crease was in fact temporary, a very 


difficult thing to do. 


The other two sets of circumstances 
which would produce a permanent 
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gain, although highly improbable, are 
not absolutely impossible. It would 
not be correct, however, to take up a 
gain on the strength of only a very 
remote possibility. If the circum- 
stances should occur to make the gain 
permanent, the time to recognize that 
gain would be the time of their oc- 
currence, not the time of deferment. 
This point will be considered in more 
detail later. 


It has been argued that even 
though the deferment may not be a 
permanent one, it will be deferred for 
such a long period of time in many 
cases that the amount ultimately pay- 
able if discounted to its present value 
would be insignificant and therefore 
could be ignored.‘ This is probably 
true, but it is not current accounting 
practice to discount amounts payable 
a long time hence and reflect only 
their present value in the accounts. 
Such a procedure may be desirable. 
If so, it should be applied to all long- 
term items, not just one particular 
type of item. 


Accounting principles aside, the 
most telling argument against regard- 
ing a tax deferment as a gain lies in 
the fact that the value of a business 
to a prospective purchaser is less. to 
the extent that taxes have been de- 
ferred. 


Nature of Deferred Tax Credit 

If an adjustment is made to taxes 
assessed to determine tax expense, 
what does a deferred tax credit 
balance thus created represent? Every 
possible answer to this question has 
been offered. A credit balance must 


4T. M. Hill, “Some Arguments against 
the Inter-Period Allocation of Income 
Taxes”, Accounting Review, July 1957, 
p. 357. 









be a revenue or reduction of expense, 
an asset valuation allowance, a liabil- 
ity or a part of the ownership equity. 
As explained above, some accountants 
hold that the credit is a revenue or 
reduction of expense and therefore 
oppose making any adjustinent. The 
reasons for not adopting this view 
have already been given. It has been 
suggested that this treatment is satis- 
factory provided that a footnote is 
attached to financial] statements de- 
scribing adequately what has been 
done.’ However, as has been pointed 
out by other writers,° the provision of 
footnotes to financial statements is 
not a satisfactory substitute for the 
application of sound accounting meth- 


ods. 


The Institute of Chartered Account- 
ants in England and Wales has sug- 
gested that deferred tax credits might 
be considered to be reservations of 
surplus.’ Others have likened them to 
deferred maintenance reserves.’ The 
usual argument against this interpre- 
tation is that it is not reasonable 
because one cannot increase accumu- 
lated earnings by decreasing earn- 
ings.° That is true as far as it goes, 
but it does not cover the possibility 
of considering deferred taxes to be a 
form of contributed surplus, contrib- 
uted by the government, in effect, 
through a reduction in tax claims. It 
would not be unreasonable to reduce 
earnings on the basis of this interpre- 
tation. The argument against this in- 





5G. M. Smith in a minority opinion in 
C.1.C.A. Bulletin No. 10, Sept. 1954. 

®R. S. Johns, “Allocation of Income 
Taxes,” The Journal of Accountancy, 


Sept. 1958, p. 41. 

7 Recommendation 19, Recommendations 
on Accounting Principles, The Institute 
of Chartered Accountants in England 
and Wales, Oct. 1958. 
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terpretation falls back on the fact that 
the deferment is not a permanent one 
unless most unusual circumstances 
should occur. Only an absolute gift 
would qualify as contributed surplus, 
not a long-term loan. 

The Committee on Accounting 
Procedure of the American Institute 
of Certified Public Accountants has 
suggested that deferred tax credits 
might be interpreted as asset valua- 
tion allowances’® on the premise that 
the value of a depreciable asset 
comprises two factors, its value in 
use and its value as a claim against 
taxable income. This view is sup- 
ported by the observation that a busi- 
ness which has used up more of its 
tax allowance claims in respect of de- 
preciable assets is worth less to a 
prospective buyer. But the fact that 
the business as a whole is worth less 
does not necessarily mean that any of 
the individual assets is worth less. 
The net worth of a business consists 
of the value of its assets minus its 
liabilities. An increase in liabilities 
decreases net worth equally as much 
as a decrease in assets. 


Effect on Depreciable Assets 


Is the value of depreciable assets 
reduced by tax allowance claims 
made in respect of them? Certainly 
there is no loss of value in any phys- 
ical sense; the assets are no less pro- 
ductive. Replacement policies are not 
affected, since the amounts ultimately 
claimable in respect of assets cannot 


8 See * supra 


®L. G. Macpherson, “Capital Cost Allow- 
ances and Income Taxes,” CCA, Dec. 
1954, p. 353. 

10 Accounting Research Bulletin No. 44 
(Revised), Committee on Accounting 

“Procedure, Americar. Institute of Certified 
Public Accountants, July 1958, 
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be changed by the timing of replace- 
ments. Tax deductibility is not in- 
herent in an asset. It only exists if 
the asset is being used by a profit- 
making organization and then only 
if a profit is earned. The value of an 
individual asset to a prospective pur- 
chaser is not affected by the amount 
of depreciation that has been claimed 
against it for tax purposes by its pres- 
ent owner. It is only when an entire 
business or a share in an entire busi- 
ness is being purchased that previous 
tax claims for depreciation have any 
effect on value. The tax deductibility 
of assets attaches to the business, not 
to the assets. 


As indicated earlier, income tax de- 
ferments have been likened to de- 
ferred maintenance “reserves”. It 
might be inferred from this that if 
deferred maintenance “reserves” are 
asset valuation allowances, then so 
also are deferred taxes. But there is 
a fundamental difference between de- 
ferred maintenance and _ deferred 
taxes. If maintenance is deferred, as- 
sets are worth less physically. This 
is not the case when taxes are de- 
ferred. 


One might enquire whether the 
asset valuation interpretation would 
be an acceptable one if tax expense 
adjustments produced a debit balance 
rather than a credit. Would it be 
proper to increase the value of an 
asset on that basis? If the tax author- 
ities disallowed a write-down in the 
value of inventory in the current 
year, for example, so that the recog- 
nition of a loss for tax purposes was 
deferred to the future, would it be 
proper to reduce the amount of the 
write-down by the amount of the tax 
prepayment, or would it not be better 
to treat the tax prepayment as a sep- 
arate item? This point cannot be 
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pressed too far, since debit balances 
are frequently treated differently from 
corresponding credits on the ground 
of conservatism, but it has some rele- 
vance. 


Finally it should be pointed out 
that a deferred tax balance arises in 
the first place from the fact that tax 
allowances for depreciation are not 
considered a proper basis for mea- 
suring depreciation expense in the ac- 
counts. To adjust asset values for 
differences in tax expense resulting 
from this disagreement over the ex- 
tent to which the value of the assets 
has been consumed is to defeat much 
of the original purpose of charging a 
different rate of depreciation for ac- 
counting purposes than for taxation 
purposes. The resulting net asset 
balances do not then represent the 
extent to which the original cost of 
the assets still remains to be used up 
in production as estimated by the 
management but, instead, a com- 
promising figure somewhere between 
what the management estimates and 
the tax regulations allow. 


C.1L.C.A. Position 


If deferred taxes do not represent 
a revenue or reduction of expense 
nor a portion of ownership equity 
nor an asset valuation allowance, then 
by process of elimination one must 
conclude that they represent a liabil- 
ity. The Committee on Accounting 
and Auditing Research of the Can- 
adian Institute of Chartered Account- 
ants states, however, that there is one 
other category of credit balance, the 
“deferred credit”, and that deferred 
taxes belong to this category... A 


11C.1.C.A. Research Bulletin No. 10, Sept. 
1954. 
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deferred credit is defined as “A credit 
balance applicable to the income mea- 
surement of a future period or peri- 
ods; an amount of revenue received 
(or recorded as receivable) but not 
yet earned. Sometimes applied to an 
amount received (or recorded as re- 
ceivable) that represents a reduction 
of future expenses, e.g., premium on 
issue of bonds”.1? The Canadian com- 
mittee states explicitly that these de- 
ferred credits are different from 
liabilities and that deferred taxes 
should be allocated to income in the 
periods “in which the corresponding 
depreciation expense is recorded” 
and that they “need not be adjusted 
to reflect subsequent changes in tax 
rates or possible future changes in 
methods of making tax allowances for 
depreciable property”. 

To begin with, this position denies 
one of the fundamental premises of 
accounting, that assets minus liabil- 
ities equals ownership equity and that 
income consists of the increase in net 
assets. Try to tell a businessman that 
in order to calculate his equity he 
must deduct from the value of his 
assets not only his liabilities but also 
an animal called a deferred credit. 
Granted, the balance sheet is fre- 
quently a poor measure of real worth, 
but it is not altogether meaningless. 


The illogic of the Canadian position 
becomes obvious when one considers 
the results it would produce if the 
tax regulations were changed in such 
a way as to make deferred taxes a 
permanent gain. A corporation would 
be expected not to take this gain into 
surplus except through income in 
the remaining years in which the 
assets that gave rise to the gain were 


12“Accounting Terminology”,  C.I.C.A., 
1957. 
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depreciated. This is notwithstanding 
that both of the conditions necessary 
to the permanent realization of the 
gain, the tax claim and the change in 
tax regulations, had been fulfilled. 
Consider too the possibility that a 
loss year (in both the accounting and 
the taxation sense) could be trans- 
formed into a profit year by the feed- 
back of deferred tax credits. The 
profit would result from the fact that 
a reduction in income taxes claimed 
in prior years had been allocated to 
the loss year. How can you allocate a 
reduction in tax expense to a_ loss 
vear in which no tax expense exists? 


Deferred Credits Are Liabilities 


It may be argued that deferred 
credits are a well-known accounting 
phenomenon and it is not uncommon 
to write them off against income on 
a semi-mathematical basis such as is 
advocated for deferred taxes by the 
Canadian committee, without regard 
to the time at which they are actual- 
ly realized. The answer to this is that 
deferred credits are really liabilities, 
not necessarily liabilities in the legal 
sense, but liabilities in the economic 
sense. A mathematical basis of write- 
off, when used, is simply an attempt 
to approximate economic realities. 
Amounts received in advance of the 
delivery of goods or services are fre- 
quently described as deferred credits 
to income. They are obviously 
liabilities. They represent obligations 
of definite amount to definite indi- 
viduals. The corporation must either 
provide the goods or services in re- 
spect of which the amounts were re- 
ceived or return those amounts. 
Credit balances are frequently set up 
to cover such things as estimated 
future claims against warranties and 
described as liabilities even though 
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neither the precise amount payable 
nor the individuals to whom it will 
be paid are known. 


Premium on bonds issued is usual- 
ly described as a deferred credit and 
written off on a mathematical basis. 
But the premium on bonds account 
balance simply represents the differ- 
ence between the legal liability at the 
date of bond retirement and the eco- 
nomic liability at the date of bond 
issue. Insofar as the measurement of 
income and financial position is con- 
cerned, it is the economic position 
that is significant, not the legal posi- 
tion. The bonds could not be re- 
deemed on the date of issue for the 
amount of the legal liability; the 
corporation would have to pay the 
market price, which would be the 
price of issue. It would be just as 
unrealistic, therefore, to show as the 
bond liability the amount payable on 
retirement as to write off the bond 
premium to income on the date of 
issue. The deferred credit is equally 
as important to a correct statement of 
liabilities as it is to a correct match- 
ing of revenues and expenses. There 
are perfectly good reasons for writing 
bond premiums off over the lifetime of 
the bonds on a mathematical basis. 
The price of issue and the price of 
retirement of the bonds are deter- 
mined at the time they are issued. At 
any time between issue and retire- 
ment, the market price that would 
have to be paid to redeem the bonds, 
i.e. the economic liability, could be 
determined by adding to the legal 
liability the unamortized portion of 
the bond premium. This ignores mar- 
ket fluctuations of course, but it is not 
current accounting practice to adjust 
account balances for temporary fluc- 
tuations in market prices. 


Opposing Arguments 

The argument against regarding 
deferred taxes as a liability hinges on 
the fact that although it is almost 
certain they will have to be paid 
eventually, they do not happen to 
be a legal liability until they are 
assessed. But accountants have long 
since recognized that they cannot 
rely entirely on legal concepts in the 
measurement of economic phe- 
nomena; hence arise the setting up 
and amortizing of such things as 
premium on issue of bonds. Assets 
purchased on the instalment plan are 
recorded as assets at full purchase 
price at the time of purchase, even 
though title may not pass legally un- 
til all payments have been made. 
There could be no objection to dis- 
tinguishing between legal and eco- 
nomic liabilities by describing the 
non-legal type by some other name 
such as deferred credits, as long as it 
was generally understood what the 
term meant. Unfortunately, however, 
as the conclusions of the Canadian 
committee indicate, that does not ap- 
pear to be the case. 


Closely related to the objection to 
considering deferred taxes a liability, 
on the ground of legality, is the argu- 
ment that the government does not 
recognize that any such obligation 
exists..* But what the government 
recognizes is not significant to the 
way in which accounts should be 
kept. If it were, there would be no 
problem over deferred tax credits, 
since accounting income and taxable 
income would be the same. 


The only real difficulty involved in 
regarding deferred taxes as a liability 
lies in the fact that the taxes ultimate- 
ly payable would be different from 


13 See 4 supra. 
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the taxes estimated at the time the 
income was recognized, if profit levels 
or tax rates changed in the meantime. 
If the difference was significant, the 
deferred balance would have to be 
adjusted. However, the necessity of 
estimating and possibly later adjust- 
ing a liability is not unusual. If profit 
levels or tax rates increased, the tax 
deferment would be less than the 
amount ultimately payable. This 
would require a transfer of the differ- 
ence from surplus to deferred taxes. 
A decrease in profit levels or tax rates 
would have just the opposite effect. 
(The evidence required to justify a 
transfer from deferred taxes to sur- 
plus would have to be more substan- 
tial than to justify a transfer from 
surplus to deferred taxes, on the 
ground of conservatism. ) 


The need to adjust the liability in 
each case is obvious. The need to ad- 
just surplus arises from the fact that 
estimates of tax expense made in 
prior years were in error. The orig- 
inal estimates were made by applying 
the tax rates in effect at the time to 
accounting income. But those tax 
rates did not apply to the entire ac- 
counting income, only to the taxable 
portion. The tax rates applicable to 
the difference are those in effect when 
that difference becomes taxable in- 
come. The tax on the difference must 
be recognized as expense in the peri- 
od in which the difference is recog- 
nized as accounting income, but the 
14H. J. Shield, “Allocation of Income 

Taxes,” The Journal of Accountancy, Apr. 

1957, p. 53; R. S. Johns, “Allocation of 

Income Taxes,” The Journal of Account- 


actual amount of that expense is de- 
termined by the total amount of tax- 
able income and the tax rates in 
effect when the difference becomes 
taxable income. The original calcula- 
tion of this expense is only a reason- 
able estimate, based on the assump- 
tion that profit levels and tax rates 
will remain constant. (If this assump- 
tion is not warranted, then the orig- 
inal estimate of income tax expense 
is not reasonable. ) 


Conclusion 

Throughout the discussion it has 
been assumed that deferred taxes are 
credits. If differences between ac- 
counting income and taxable income 
produced a debit balance of deferred 
taxes, it would fall into the asset 
category of deferred charge; the de- 
ferred charge, unlike the deferred 
credit, is a generally understood ac- 
counting term used to describe pre- 
payments. It might be argued on 
grounds of conservatism that a debit 
balance should be written off immed- 
iately rather than set up as an asset. 
There is no less reason why a pre- 
payment of taxes should be set up 
as an asset, however, than a prepay- 
ment of research and development 


costs. Conservatism can be carried 
too far. Consistency is also import- 
ant.'* With the possible exception 


of this one point, the principles which 
apply to deferred tax credits apply 
also to deferred tax debits. 


ancy, Sept. 1958, p. 41 and W. J. 
Graham, “Allocation of Income Taxes,” 
The Journal of Accountancy, Jan. 1959, 
p.57. 
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Owned Business 


IN ANY BROAD study of the legal and 
accounting backgrounds to the valua- 
tion of business interests, it becomes 
apparent there is no single and sure 
method or formula which may be ap- 
plied to all situations. An experi- 
enced valuator will usually have sev- 
eral methods of approach to individ- 
ual problems, and very often his an- 
swer will be based upon a combina- 
tion of these. Even where a single 
situation obviously suggests the use 
of one predominant valuation factor, 
or where the valuator by choice or ex- 
perience favours a particular working 
approach, he will temper any initial 
calculation so obtained by reflection 
upon or reference to results from 
other methods. In assignments which 
are likely to be disputed, a valuator 
may have to show in his report why 
he did not adopt other methods 
which might have produced different 
results, or he may wish to avoid the 
implication of choosing only a method 
which gives the desired result. As 
a rule-of-thumb, at least, it may be 
stated that every important or critical 
valuation should be completed with a 
composite review of all pertinent fac- 
tors and relevant elements which 
might have been considered. Some 
justification should be included for 
the single or several factors actually 
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GEORGE OVENS 


used, based upon the experience and 
judgment of the valuator, and em- 
phasis given to those used as checks 
and balances only. 


The overall valuation of a business 
usually differs greatly from the ag- 
gregate of its fractional or minority 
interest valuations. According to 
press reports, for example, control of 
a prominent newspaper changed 
hands recently at a price close to 
twice the average of recent stock ex- 
change quotations for its shares in 
minority lots. These reports were 
followed in a matter of weeks by the 
announcement of a U.S. automobile 
concern of its bid, at a premium of 
30% over market, for shares repre- 
senting additional control of its Can- 
adian subsidiary. This article will, 
therefore, refer only to some of the 
methods which might be used in situ- 
ations of full ownership, or where in 
a closely held company actual control 
is involved. 


Valuations of privately owned busi- 
nesses are required for purposes of 
sale or purchase; for gifts, transfers 
or exchanges; when former partner- 
ships or proprietorships are being in- 
corporated; in reorganizations, amal- 
gamations or mergers; and last, but 
by no means least, for situations 
which involve taxation or duties un- 
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der many differing statutes. The prob- 
lems which arise are often vexing if 
for no other reason that often, the 
history of the business will show no 
prior bona-fide transactions and little, 
if anything, in the way of valid bids 
or quotations. Yet some of the in- 
terested parties may have precon- 
ceived and definite ideas on the sub- 
ject. Often it is difficult to convince 
the owner of a business which has 
served him and his family very well 
for many years that in terms of mar- 
ket value his interest may not be 
worth a million, but perhaps only a 
few hundred thousand dollars; or to 
establish with a tax collector that “all 
that glitters is not gold” and that 
some private enterprises die with in- 
dividual owners or become obsolete 
or fluctuate in value with changing 
economies. 


Meaning of “Value” 


If used alone, the word value may 
have powerful and sweeping implica- 
tions. Value should not be confused 
with price and its use should be 
avoided without qualification. Ac- 
countants, lawyers and others are 
usually careful in the phraseology of 
their reports to define and qualify 
value. To a banker collateral value 
may have a restrictive meaning, and 
he may state that a loan to a client 
is not to exceed the cash surrender 
value of a life insurance policy hy- 
pothecated as security. To an insur- 
ance company cash surrender value is 
all that it will pay on the surrender of 
a normal policy, yet to the owner of 
the policy there may be an intrinsic 
value over and above the cash surren- 
der value because he is ill, unin- 
surable and presently unable to re- 
place the policy. Someone might 


purchase such a policy if given the 
opportunity to do so at a market 
value, knowing all the facts involved, 
and with the possibility in mind of 
value in excess of cash surrender 
the higher face value of the policy 
falling in sooner than statistical aver- 
ages generally indicate. Some of 
these remarks may seem to be remote 
from business valuations, but a read- 
ing of important court cases over the 
past few years will show that varia- 
tions of the same ideas, and the pre- 
cise meaning of words, meant win, 
lose or compromise in judgments is- 


sued, 


In sundry analyses for the valuation 
of a business interest one may find 
such terms as reproduction value, 
which might be the current cost of 
replacing machinery purchased many 
years ago and carried on the records 
at greatly depreciated book values; 
assessed value, which might apply to 
real estate and be of great significance 
in matters of municipal taxation, but 
have nothing to do with the overall 
going-concern value of the business 
or, indeed, the value-in-use of the 
particular asset. 


The practising accountant is gen- 
erally very familiar with such terms 
of value and their uses, and will often 
have to deal with the worth of indi- 
vidual assets of a business for various 
accounting and auditing purposes. A 
determination of the market valuation 
of a going concern may, however, 
present some difficulties and require 
him to develop special techniques of 
investigation and comparison. 


Perhaps one of the best definitions 
of the term fair market value is that 
it is the best price that may be ob- 
tained in an open and unrestricted 
market which attracts all potential 
purchasers who are possessed of all 
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the facts. Even in the hypothetical 
valuation of a somewhat small and 
fairly localized business, for some pur- 
poses it nevertheless has to be as- 
sumed that a market place actually 
exists to which is attracted many po- 
tential buyers and sellers making bids 
and offers. It has to be assumed, too, 
that these buyers and sellers some- 
how are rational and well-informed, 
and that the fair market value which 
is determined following the temper- 
ing effect of their negotiations is the 
best price which can be obtained for 
the business in an open and unre- 
stricted market. 


Generally, calculations of business 
valuations fall into the following 
categories: 

(a) Those based upon the flow of 
earnings, followed by a capital- 
ization or a purchase of so many 
times the estimated future earn- 
ings. 

(b) Those based upon adjusted 
book value, sometimes termed 
the assets basis of valuation. 
The individual book values of 
many items may be somewhat 
meaningless despite the fact that 
they are wholly accurate for 
other business and accounting 
purposes. If book value is to be 
a factor in a valuation, then it 
has to be adjusted and brought 
up to date. 

(c) Combinations or variations of 
the above. 


Approach to Valuation 

The specific purpose of a valuation 
may influence the approach. It may 
be wholly appropriate to use adjusted 
book value where it is contemplated 
that a business is to be purchased 
and then wound up, with a piecemeal 


disposal of assets, and so on. It may 
be equally correct to use an earnings 
valuation alone in some situations, 
say in an agency business which 
might require little working capital 
and few tangible assets. However, 
it is easy and perhaps dangerous to 
overemphasize in theory the sim- 
plicity of one such basic approach 
which in practice is seldom adopted 
without further testing and checking. 

An informed purchaser of a busi- 
ness which is to be wound up knows 
that it may take a year or more to 
liquidate all assets. Thus, he will 
question whether individual items 
should be valued now, at the required 
valuation date, or estimated as of a 
later date of sale. If he should take 
present market values for some assets, 
such questions as the probable carry- 
ing charges until sale, plus ultimate 
liquidation costs, may enter into the 
calculations. It may, of course, be 
possible to operate a business on a 
reduced scale during a gradual liqui- 
dation so as to reduce such costs and 
charges. Finally, in a business which 
is incorporated, even when all the 
assets have been liquidated and debts 
paid, the purchaser may be left with 
that thorniest of all problems, a prop- 
er disposition of any taxable surplus 
element remaining on the books. The 
taxable surplus element may have to 
be estimated at an early date as it 
might greatly affect the initial pur- 
chase price for an incorporated com- 
pany bought for liquidation. 

Where the purchaser is buying an 
agency type of business, largely with 
reference to earnings alone, he should 
consider the possibility that during 
one bad year profits might drop ap- 
preciably while many overhead 
charges continue, resulting in a loss 
for which the business has few, if any, 
assets or reserves to tide operations 
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over for better periods. Thus, on 
purchasing on an earnings basis only, 
the lack of reserves or liquid assets 
may still affect the price, and the 
purchaser will demand that a high 
risk factor or low times earnings ratio 
be applied. 


The Earnings Valuation 

A true earnings valuation is based 
upon two main factors: the estimated 
future earnings to be produced by 
the business and the applicable cap- 
italization rate (or times earnings fac- 
tor). The more certain a puchaser can 
be of the earnings as estimated, the 
more he is likely to pay for them. If 
he purchases a secure and stable busi- 
ness, one which is well-established 
with a good history of earnings, he 
may feel it is worth 10 or 12 times 
earnings, or even more. A fairly 
similar business in the same industry 
may be worth only 4 or 5 times earn- 
ings if real doubts can be cast on the 
long-term future flow of earnings for 
any valid reason whatsoever. 

It is not proper to compensate for 
a risk factor twice, both by reducing 
future earnings as estimated from 
past results and present trends, and 
also by increasing the capitalization 
rate. The application of one factor is 
usually sufficient. Past results and 
present trends are, of course, indica- 
tive of the future; but they are to be 
rejected or at least adjusted one way 
or the other if there is good reason to 
do so. 

In producing the estimated future 
flow of earnings, perhaps the easiest 
task is to tabulate past results. Some- 
times it may be important not to close 
the tabulation at the last balance 
sheet date, but to produce also an es- 
timate for the current fiscal period 
based on partial results to date, that 
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is if they are not seasonal. Any real 
difficulties usually arise in projecting 
past results into the future. Future 
earnings may be affected by fluctua- 
tions not only in the general economy 
but specifically by any changes in a 
particular industry. Even net earn- 
ings of past periods may be much dif- 
ferent if recalculated with the appli- 
cation of current rates of corporation 
taxes, and thus viewed in a much 
different light. A single company 
may look good on past earnings but 
a competent analysis may bring forth 
the fact that a deterioration in the 
overall effectiveness of the company 
is taking place, this for a multitude of 
reasons. A plant may have become 
obsolete, or manufacturing and dis- 
tributing methods outdated; products 
may be suffering from competition or 
a gradual loss of public acceptance; 
the business may be operating in a 
poor location in relation to the market 
for its products; or staff and manage- 
ment problems may have arisen. 
These are but a few of the many risks 
which may destroy future earning ca- 
pacity. The larger or more critical 
the valuation, the more painstaking 
should be the tabulation of the many 
factors which might affect future 
earnings, with a cross-checking of all 
important items to such independent 
sources of information as are avail- 
able. 


Times Earnings Factor 

The selection of a times earnings 
factor or capitalization rate is perhaps 
the most fundamental problem to be 
faced in an earnings valuation. Ele- 
mentary as it may sound, it is often 
the most important part of the valua- 
tion, and the consideration and selec- 
tion of an appropriate rate may sum 
up the personal experience and pro- 
fessional standing of the valuator who 














will find surprisingly little in the way 
of published material to guide him as 
to what is a proper choice from the 
wealth of information and data avail- 
able. Generally, however, from the 
public markets one will have com- 
mencing points consisting of specially 
prepared summaries which classify 
net results by industrial groups such 
as “iron and steel”, “alcoholic bever- 
ages”, “foods”, “transportation”, “fi- 
nance” and so on. These will show 
that by and large many securities of 
several companies within industrial 
groups sell at so many times earnings, 
and give the valuator at least a “feel” 
of the risk factor which he might in- 
itially apply to an unlisted business 
which falls into or is related to the 
same group. 


Small adjustments in capitalization 
rates can sometimes make vast 
changes in a valuation, so that sum- 
maries for preliminary use must be 
regarded as commencing points only 
or at best as signposts on the road to 
a proper valuation. It is not proper 
to compare on an absolute basis a 
usually smaller closely-held business 
with a very large and often fully in- 
tegrated public one, even if both are 
in the same general industrial field. 


Again, a small, slow-moving type 
of family business should not be com- 
pared in terms of marketability with 
blue-chip _ best-sellers. Great care 
must be exercised in using capitali- 
zation rates obtained from public 
trading in such securities for private 
company valuations. Rates from the 
former often appear to project earn- 
ings for 15, 20 or more years into the 
future; this is often due to consistent 
and heavy buying of key, publicly 
traded securities by professionals, on 
behalf of pension or investment trusts 
wherein long-term growth factors may 
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be more important than immediate 
yields or returns. These influences 
definitely do not extend to private 
companies which should only be com- 
pared in terms of statistics with busi- 
nesses which are reasonably similar 
in size and in other ways. 

In the final stages of a valuation it 
will be possible to narrow the com- 
parison to a few companies only, ones 
which should be similar in capitaliza- 
tion. It is not correct to choose a 
rate for the capitalization of earnings 
in a private company with common 
shares only from another company 
which might also have issued bonds, 
preferred shares or notes outstanding 
without some adjustment for the lev- 
erage and other factors involved. 
There may also be objections in some 
cases to a rate based upon the sales 
of minority blocs of publicly traded 
securities in evaluating control of a 
private company. Many of the ad- 
justments may often be offsetting; and 
if it is true, for instance, that the lack 
of an immediate public market for a 
private business is a depressing fac- 
tor, the element of control involved, 
on the other hand, may partially off- 
set this. Finally, where access to 
knowledge about known sales of pri- 
vate companies is possible, rates 
adapted from these and integrated in- 
to other rates will help in making a 
final choice which will be representa- 
tive at a given time of all the risks in- 
volved in capitalizing future earnings. 

Let us assume, for example, that in 
a typical valuation the estimated av- 
erage annual earnings are $5.60 per 
share. Very likely individual esti- 
mates for the future would show ir- 
regularities from year to year, but the 
best average possible for the foresee- 
able future is obtained. Let us as- 
sume also that a capitalization rate 
of 124% or 8 times earnings is approp- 








236 THE CANADIAN CHARTERED ACCOUNTANT, SEPTEMBER, 1959 


riate, so that the shares would then be 
worth $44.80 each. If this is greater 
than the calculation of adjusted book 
value per share for tangible assets, 
then an element of goodwill is indi- 
cated. If so, this intangible item may 
be tested in other ways. 


Element of Goodwill 

If goodwill appears in the final 
valuation chosen, a supplementary 
test might be to ensure that it is not 
more apparent than real, is justified 
in comparison with other companies 
in the industry on the basis of super 
profits or additional returns on sales, 
on invested capital and the like, due 
to the excellence of the product, the 
location and permanence of the busi- 
ness or for other similar reasons. 
Otherwise, if the earnings valuation 
is less than book value as adjusted, 
the element of so-called “negative” 
goodwill merits attention. Either ad- 
justed book value has been improp- 
erly calculated, or if it has been prop- 
erly valued, then all assets used to- 
gether in the business are not being 
put to their highest and best use. As 
an earnings valuation seldom exactly 
parallels adjusted book value or other 
valuations, a testing of the differences 
is but another check on the validity of 
the valuation finally chosen. 

If, despite space limitations, an ef- 
fort has been made to say as much as 
possible about an earnings valuation 
and its prime importance in valuing 
private businesses which manufac- 
ture or distribute products, it is to 
emphasize a few points which have 
been made elsewhere after much con- 
troversy over the years between vital- 
ly interested parties. In the United 


States, Revenue Ruling 59-60, recent- 
ly issued, goes a long way towards 
dealing reasonably with difficulties 


which have existed between taxpay- 
ers, their representatives and Revenue 
agents on the matter of sound valua- 
tion theory and practice. 


Valuations of private or closely held 
business interests will always be mat- 
ters of opinion, but such opinions 
should be informed ones and based 
on the best information possible, so 
that differences will be restricted to 
narrow and reasonable limits. Wild 
and prejudiced guesses are to be de- 
plored from any point of view. In 
the United States, the new ruling will 
guide valuators in using compari- 
sons from quotations found in the 
prices at which similar companies are 
selling in free and open markets, in- 
cluding not only listed securities but 
also actively traded over-the-counter 
and unlisted securities. With an ap- 
preciation of the fact that the solution 
of valuation problems rests largely on 
facts chosen from a competent selec- 
tion and analysis of comparable com- 
panies, the new ruling has a bearing 
also on complications created by dif- 
ferences existing in the capital struc- 
tures of companies being compared, 
including low and high leverage 
stocks. Most people will agree that it 
is easier to compare on earnings, out 
of which dividends are paid and from 
which dividend valuations stem, than 
on book values which are virtually 
impossible for analysts in the case of 
large public companies to accurately 
determine. 


The Assets Valuation 

Asset approaches to valuation prob- 
lems include indicated book value, 
book value adjusted for individual 
changes in the underlying assets, etc., 
and liquidation value. To the unin- 
formed, or to those unable or unwill- 
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ing to probe into the sometimes more 
difficult earnings valuation, asset ap- 
proaches appear to be easier and 
simpler to determine. Yet some high- 
ly experienced valuators have stated 
that assets valuations are the most 
difficult to determine and the least 
exact of all, and should never be used 
alone unless no other method is avail- 
able. 


Unadjusted or indicated book value 
as portrayed in a balance sheet at or 
close to valuation date is a simple 
matter, and it is usually easy to de- 
termine the excess of assets over 
liabilities and the net worth of the 
business in terms of accounting bal- 
ances. The apportionment of the net 
worth over various classes of securi- 
ties is also fairly simple if reference is 
made to the prior rights of senior se- 
curities, such as accrued interest on 
debentures or unpaid dividends on 
cumulative preference shares. 


Adjusted book value is, of course, 
necessary where an accurate valua- 
tion of assets is required, as with most 
companies indicated book value will 
have been influenced by differing ac- 
counting policies. Items such as land 
and buildings are best left to inde- 
pendent real estate appraisers, and in 
critical valuations the average of sev- 
eral may be required. If earnings 
have deteriorated, then an intangible 
asset such as goodwill may have to 
be eliminated. If a patent gives no 
real protection, does not produce 
special earnings or has expired, it is 
also valueless. To sum up, each and 
every asset has to be carefully consid- 
ered, adjusted to current valuations, 
or eliminated. 


Liquidation value follows much the 
same procedure as for adjusted book 
value, excepting that it will also take 
into account winding-up costs and 
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other expenses of actually selling the 
assets quickly or over a period of 
time, moving any residue of earned 
surplus out of the corporate shell to 
the shareholders, and surrendering 
the charter. If some items such as in- 
ventories have become obsolete, then 
bulk sale valuations may have to be 
substituted for book values, and re- 
ceivables reduced not only by proven 
bad debts but also by the costs of 
collection for any balance over a 
period of time. As with individuals, 
the death and burial of a rundown 
company may be an expensive matter. 


Valuations Based on Combination of 
Assets and Earnings 


Where control of a company is 
being valued, a method which will 
combine capitalized earnings with 
some assets may occasionally be ap- 
propriate. A careful investigation may 
show that a business owns some as- 
sets which are in a sense “excess” or 
which may be sold or distributed to 
shareholders without impairing or 
prejudicing fundamental earning 
capacity. Sometimes earnings have 
been stored up for a number of years 
for one reason or another, to the 
point at which two valuations are re- 
quired, one for the operational side 
of the business including sufficient 
assets for the maintenance of earn- 
ings, and the other for what has be- 
come the investment side of the busi- 
ness. Any surplus assets which may 
be valued without reference to the 
basic earning power of a_ business 
may be added to the capitalized 
earnings for a true estimate of over- 
all market value. In calculating earn- 
ings on this basis, it is important to 
eliminate from projected averages 
any earnings from assets which are to 
be regarded as excess or distributable. 


238 THE CANADIAN CHARTERED ACCOUNTANT, SEPTEMBER, 1959 


This might include earnings from se- 
curities held as investments, or bank 
interest on surplus cash. In the op- 
posite sense, any costs of carrying ex- 
cess assets which are non-revenue- 
producing may be added back to pro- 
jected earnings. 

If it is true to say that some busi- 
nesses have excess capital, it may be 
equally true to say that the reverse 
situation holds in others. If a valu- 
ator finds that a company requires 
additional capital to maintain exist- 
ing earnings or to improve earnings, 
such additional capital may be de- 
ducted from the capitalized earnings 
valuation used in the basic calcula- 
tion. Excesses or deficiencies of cap- 
ital will have to be carefully calcu- 
lated for use with an earning valua- 
tion, if such a combined basis is 
adopted. To be avoided are mere 
averages of earnings valuations and 
book values by which a valuator ad- 
mits defeat and his inability to choose 
the appropriate valuation under the 
circumstances. 


Conclusions 

Business valuations are rarely, if 
ever, completely mechanical. If the 
U.S. approach of intensified compar- 
ison with publicly traded or quoted 
securities is followed, it will be found 
that private business valuations will 
fluctuate regularly and consistently 
for a variety of reasons. One doubts, 
however, that fluctuations in valua- 
tions of private businesses will be as 
extreme as with many hypersensitive 
public issues, useful as weighted aver- 
ages of quotations from the latter may 
prove it to be. 


More and more material of assist- 
ance in private business valuations is 
being made available from trade as- 
sociations, professional bodies, secur- 
ity analysts and government trade de- 
partments. As a matter of fact, it is 
rapidly becoming a problem for the 
average consultant in valuation mat- 
ters to find time to digest and select 
useful data from the abundance of 
material available. 


There is a tendency for some valu- 
ators to read into retrospective valua- 
tions much material which was not 
actually available at the required 
valuation date. If a_ retrospective 
valuation is required, many court 
judgments have indicated that hind- 
sight is to be excluded excepting 
where it applies to evidence in exist- 
ence or which can be reasonably as- 
sumed to have been true as of the re- 
quired valuation date. 


Despite the difficulties and some- 
times unusual problems involved, ac- 
countants who participate in valua- 
tion matters will find them both in- 
teresting and rewarding. One reason 
why so many valuations are attractive 
is that even in this age of automation 
and increased mechanization  busi- 
nesses are still owned and guided by 
people who, as a rule, are complete- 
ly individual and varied in their own 
approaches to successful operations. 
The sound valuator will find that no 
investigation is complete without a 
study of the individual owners and 
operators, and of the human elements 
involved, if he is to find out why 
some businesses prosper and others 
do not. 
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Preparing and Examining 
Insurance Claims 


IN DEALING with this subject it must 
be remembered that fire is no respecter 
of persons. It attacks both rich and 
poor, large and small, well-insured 
and under-insured. Claims must be 
prepared and examined covering 
losses not only of large corporations 
with elaborate general and cost ac- 
counting records but also those of 
small one-man businesses whose ac- 
counting records may be, conserva- 
tively speaking, barely adequate or 
almost non-existent. 


Read the Policy 

The first step in the preparation or 
examination of any insurance claim is 
to read the policy, and the second 
step is to read it again. Too often 
there is a tendency to assume that all 
policies covering a particular type of 
insurance, such as fire, are written on 
a standard form. There is also a 
tendency to ignore the fine print. It 
must be remembered that the fine 
print is as much a part of the policy 
as the name of the assured. 


Due to changing circumstances and 
the diversity of business, the insur- 
ance companies are of necessity using 
more and more special wordings. It 
is true there are many phrases which 
remain unchanged, some of which 
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could very well stand revision. As 
an example, there frequently appears 
in the list of insured standing charges 
in a business interruption (profits ) 
policy the words “upkeep of horses” 
although the assured in the majority 
of cases has never owned a horse. 


With reference to the profits policy, 
the parts which are most frequently 
not read or at least not fully under- 
stood are “This policy of insurance 
which is a contract of indemnity .. .” 
This means that the insurance com- 
pany will indemnify the assured up 
to the extent of loss but not beyond 
that point. An illustration of what 
is meant could be the case of a manu- 
facturing plant where production is 
lost for a week because of a fire, and 
at first glance it would appear that 
the loss to the assured would be the 
loss of profit on the sales value of a 
week’s production. 


However, another part of the same 
policy which should be read care- 
fully states, “On the happening of any 
fire in consequence of which a claim 
is or may be made under this policy, 
the insured shall with due diligence 
do and concur in doing and permit to 
be done all things which may be rea- 
sonably practicable to minimize or 
check any interruption of or interfer- 
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ence with the business or to avoid or 
diminish the loss.” Please note that 
the words are “shall do” and not 
merely “may do”. This puts the onus 
on the assured to take immediate 
steps to reduce the loss if possible, 
and the best test to apply is what 
would he have done had there been 
no insurance. 


Let us assume then that by work- 
ing overtime the assured is able to 
meet all his commitments and loses 
no sales whatever. He, therefore, suf- 
fers no loss of gross profit but has in- 
curred extra costs in overtime wages 
and variable overheads. By reim- 
bursing the assured for his extra costs, 
the insurer has complied fully with 
the policy which is as stated a con- 
tract of indemnity. The use and oc- 
cupancy form of business interrup- 
tion insurance uses the words “actual 
loss sustained” which has the same 
effect as “contract of indemnity”. 


In a fire policy a building may be 
insured for present value or replace- 
ment value and may stipulate that the 
loss is payable only if the building is 
rebuilt. Similarly, inventory may be 
insured at cost and in the case of 
finished goods at selling price. In- 
ventory may also be insured under a 
reporting policy which makes certain 
that the coverage is ample, provid- 
ing, and this is important, that the 
values have been reported promptly 
and accurately. 


Then, of course, there is usually the 
all-important co-insurance clause. 


It is the inclusion of expressions 
such as those quoted from the busi- 
ness interruption forms and the varia- 
tions in coverage on buildings and in- 
ventory that makes it imperative to 
read the policy carefully before com- 
mencing the preparation of a claim. 
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Honesty, Accuracy, Commonsense 

If honesty, accuracy and common- 
sense served as guide-posts in the pre- 
paration of all insurance claims, hun- 
dreds of hours of valuable time would 
be saved each year in the settlement 
of losses. An insurance claim should 
be prepared as honestly and as ac- 
curately as an annual financial state- 
ment. The figures should be based 
on fact and not on fiction. Either the 
party preparing the claim or another 
person who relies on the figures pre- 
pared must attest to its truth and ac- 
curacy. The declaration to be made 
reads as follows, and the quotation is 
taken from an actual proof of loss 
form: “I... . do solemnly declare 
that the foregoing claim and state- 
ments are to the best of my knowl- 
edge and belief true in every particu- 
lar, and I make this solemn declara- 
tion conscientiously believing it to be 
true and knowing that it is of the 
same force and effect as if made un- 
der oath, and by virtue of The Can- 
ada Evidence Act.” 


The use of commonsense in the pre- 
paration of a claim is more difficult 
to define and perhaps can best be il- 
lustrated by an example. A type of 
semi-obsolete inventory may have 
been valued at 25% of cost in the fi- 
nancial statement at December 31, 
and on January 10 of the following 
year it is destroyed. If, in the opinion 
of the assured, he should claim for 
100% of cost of that particular part 
of the inventory, there would seem 
to be a certain lack of commonsense. 


Role of Insurance Adjuster 

The role of the adjuster for the in- 
surance companies should probably 
be explained here. He represents the 
insurer, who not only pays claims, but 
also sells insurance. If the insurer 




















builds up a reputation for unreason- 
able settlements, the volume of busi- 
ness suffers, and no insurance com- 
pany is anxious to see the volume of 
business reduce. The adjuster’s job 
is to settle any loss as fairly as he 
knows how. He must arrive at a fig- 
ure that he believes is fair to the as- 
sured but is not needlessly throwing 
away the company’s money. 


An adjuster, in spite of the opinion 
of some uninformed people, is a hu- 
man being, and because he is human 
is not particularly happy when an as- 
sured claims for an entirely unreason- 
able amount. Some assureds have 
the mistaken impression that the 
settlement of a loss must be a horse- 
trade. In other words, if they real- 
ly expect $10,000 they feel they 
should claim for at least $15,000. This 
impression is entirely erroneous. On 
numerous occasions, adjusters have 
pointed out to claimants items that 
have been omitted, and as a result the 
claims have been increased rather 
than decreased. 


Types of Losses 

In dealing with types of losses, this 
article will discuss claims in respect 
to: 
1. Buildings. 
2. Equipment. 
3. Inventory. 
4. Business interruption. 


Building Losses 

Building losses normally do not pre- 
sent a serious problem in arriving at 
at proper valuation, particularly when 
a severe loss is experienced. Even 
when a complete burn-out occurs, it 
is a relatively simple matter for an ex- 
perienced construction appraiser to 
establish the replacement cost of the 
destroyed building and to arrive at a 
reasonable factor for depreciation. 


PREPARING AND EXAMINING INSURANCE CLAIMS 
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If the loss is relatively minor, the 
cost of repairs may readily be esti- 
mated by a contractor. Differences of 
opinion frequently arise where, for 
example, the front of a store is de- 
molished. The building may have 
been built many years before the fire, 
and the owner is now afforded an ex- 
cellent opportunity of re-modelling 
his store-front. The point at which 
replacement of the old front ceases 
and renovation commences is rather 
difficult to establish. This case also 
could have probably been cited under 
the heading of commonsense. 


Equipment Losses 

Equipment losses are frequently es- 
tablished on the same basis as build- 
ing losses, namely, by the use of ex- 
pert machinery appraisers. 


In most cases it is possible after a 
fire to examine and tabulate equip- 
ment. In larger corporations, of 
course, where proper equipment rec- 
ords are maintained, the original cost 
of each piece of equipment is avail- 
able as well as the date of purchase. 
Where these records are available, 
reasonable values may be establish- 
ed even though physical examination 
is impossible. 

It should be pointed out that in 
dealing with fixed assets, both build- 
ings and equipment, net depreciated 
values as shown on the books of ac- 
count are not too important. The 
factual value of an asset may be quite 
different from the depreciated value 
as it appears on the books. The in- 
crease in today’s purchase price over 
the original price paid may have al- 
most equalled the depreciation pro- 
vided. It is true that there must have 
been some depreciation due to usage, 
but still much less than the accumu- 
lated annual charges. In arriving at 
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a claim, the original cost should be 
set out and some depreciation allow- 
ed against it. 


There is frequently the problem to 
be decided as to whether a piece of 
equipment should be repaired or re- 
placed by a new one. In addition to 
the relative cost of the repair vs. re- 
placement, there may be an important 
time factor. It might be possible to 
procure a new machine in a week 
whereas a month might be required 
to repair the old. The decision is en- 
tirely one for the assured to make be- 
cause the insurer is liable for only the 
cost of the repair. 


Inventory Losses 

From an accounting viewpoint, 
claims for loss of inventory should 
present fewer problems than those 
for fixed assets. In a large organiza- 
tion, where complete perpetual inven- 
tory records are maintained, the com- 
pilation of the claim is simple. In a 
smaller concern, where a physical in- 
ventory is taken once a year only, it 
is necessary to compute the inventory 
at date of loss by starting with the 
opening inventory at the beginning of 
the fiscal period, adding purchases 
and deducting cost of goods sold. At 
this point the adjuster is frequently 
told that the opening inventory had 
been valued on a very conservative 
basis. Too often, also, the assured’s 
auditor realizes how little he knows 
about the basis on which the inven- 
tory at the previous year-end was 
valued and tries to reconcile his act- 
ual knowledge of the matter with the 
report which he signed. It is amaz- 
ing how valuable certain items of in- 
ventory become in the eyes of the as- 
sured after they are destroyed as com- 
pared with their recorded value be- 
fore destruction. 


It was stated earlier that a claim 
should be prepared as carefully as a 
financial statement. In preparing a 
year-end statement, and particularly 
in making inventory valuations, it 
should be borne in mind that some- 
time before the next year-end it might 
be necessary to prepare a fire claim. 


Certain complications arise in de- 
termining cost of goods sold, particu- 
larly in the case of partial losses. Let 
us consider a medium-sized store, 
with three departments, owned and 
operated by a sole proprietor who 
does not attempt to maintain separate 
costs by departments. The owner has 
always been satisfied with the opera- 
tion and considered the keeping of 
cost records as an unnecessary ex- 
pense, because he was personally in 
close touch with all phases of the 
business. He is fully aware that the 
mark-up in department A is higher 
than in the other two. Unfortunately, 
the merchandise in department A is 
burned out of sight. It is impossible to 
make a physical inventory of depart- 
ment A after the fire, and the value 
must be computed from the book 
records. The financial statement for 
the previous year shows that his total 
merchandise cost was 70% of sales. 
The total inventory is worked out on 
this basis, and the inventory in the 
other departments, which was physi- 
cally counted and valued at cost, is 
deducted from the total. This sup- 
posedly should provide the value of 
goods destroyed at cost. Such, how- 
ever, is not the case. It is then neces- 
sary, in order that a proper claim may 
be prepared, to analyze the purchase 
and sales records on a departmental 
basis in order to find a true mark-up 
for each department. 


A proper valuation of inventory 
in smaller manufacturing concerns 
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where adequate cost and production 
records are not maintained requires 
some careful consideration. For 
example, take a manufacturing furrier 
where the manufacturing premises 
are located at the rear of a modern 
salesroom and showroom. The rental 
on the entire area is perhaps $4 per 
foot, but in apportioning a rental 
charge to the manufacturing area, in 
order to arrive at the cost of either 
work-in-process or finished garments, 
allowance must be made for the vari- 
ation in actual rental value between 
the two parts of the premises. An- 
other item that must be apportioned 
is the manager’s salary, if he not only 
handles general administration but 
also factory supervision. On occasion, 
the preparation of a fire claim can 
require a miniature cost study. 


It is impossible to set out in a few 
words a formula for valuing inven- 
tory for claim purposes which would 
be satisfactory in all cases. It can 
be stated that replacement cost should 
be used, whenever possible, providing 
that the claimed value bears a rea- 
sonable relation to the value on which 
the insurance premium was based. 


Business Interruption Losses 


Business interruption losses are gen- 
erally recognized as accountants’ 
problems. Yet some of the basic fac- 
tors pertaining to these claims are not 
accounting problems at all. For ex- 
ample, both “profits” and “use and 
occupancy” forms require that the as- 
sured after a loss has occurred must 
use “due diligence” to try to mini- 
mize the loss. Surely an accountant 
must have difficulty in determining 
whether this qualification has been 
met. 


The words “due diligence” have 
probably caused more difficulty in the 
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preparation and settlement of claims 
than any other two words appearing 
in any type of policy. They give the 
assured the feeling that whatever he 
does is performed with “due dili- 
gence”, while the insurer believes that 
the term means as soon as possible. 


Another major problem, requiring 
more than accounting knowledge, is 
to evaluate the business that would 
have been done had the loss not oc- 
curred. In an established business, 
prior financial statements provide a 
fairly accurate guide for estimating 
the results and should show trends of 
increase or decrease. The records will 
also provide information as to season- 
al fluctuations. However, abnormal 
circumstances should not be overlook- 
ed even in an established business. 
A large restaurant may have expand- 
ed its sales steadily for the last three 
years. Should a fire occur just at the 
time heavy construction equipment 
moves in to the block, the sales trend 
before the fire would give a very in- 
adequate guide as to the potential 
business for six months after the fire. 


The problem of the number of em- 
ployees that must be retained during 
a period of shutdown, complete or 
partial, is also beyond the scope of 
accounting. 


The determination of the rate of 
gross profit or loss of turnover does 
fall into the lap of the accountant. 
The term gross profit as defined in the 
profits policy reads “The sum _pro- 
duced by adding to the net profit the 
amount of the insured standing 
charges”. It is quite evident that 
should the gross profit as defined in 
the policy work out to the same per- 
centage of sales as the gross profit ap- 
pearing on the financial statement, it 
would be a pure coincidence. 
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On the other hand, the term gross 
earnings appearing in the use and 
occupancy policy covering mercantile 
businesses will normally correspond 
to the gross profit on the financial 
statement. 

Repetition in an article is not usual- 
ly desirable, but here it is intentional: 
Read the policy. 


Co-Insurance Clause 

In preparing or examining a claim 
made under a policy which carries a 
co-insurance clause, a statement of 
values must be prepared. A claim 
under such a policy can be most mis- 
leading and embarrassing if the effect 
of the co-insurance is overlooked, par- 
ticularly if a severe penalty is im- 
posed by the clause. The statement 
of values must be worked out on the 
same basis of valuation as the claim 
itself. In other words, a block of in- 
ventory worth $10,000 for claim pur- 
poses is worth $10,000 for co-insur- 
ance. Values are to be determined at 
date of fire except in the case of a 
reporting policy where the values 
used for co-insurance are those at the 
last reporting date. Assuming the 
last report of values had been sub- 
mitted to the insurers at June 30, 
and a fire occurred on August 5, the 
actual values of inventory at June 30 
established through the preparation of 
the claim must not exceed the values 
reported. If values were under-re- 
ported at the last reporting date, the 
amount payable in respect to the loss 
will be reduced by the percentage 
that reported values were understated. 


In considering the co-insurance fac- 
tor under business interruption polli- 
cies, it should be noted that the val- 
ues are based on the probable ex- 
perience during the year after the 
loss had no loss occurred. The rea- 


son for this is quite obvious in that, 
if sales trend is upward, the loss will 
be based on a higher volume than the 
previous year. Thus, if the loss is 
calculated on an increased figure, the 
value for co-insurance must be simi- 
larly calculated. 


Statutory Conditions 


Attached to and forming a part of 
every fire insurance policy is a list of 
statutory conditions which, as the 
heading implies, are set by law. The 
section dealing with “requirements 
after loss” reads as follows: 

Any person entitled to claim under this 
policy shall 
(a) forthwith after loss give notice in 

writing to the insurer; 

(b) deliver as soon thereafter as practic- 

able, a particular account of the loss; 

furnish therewith a statutory declara- 
tion declaring: 

(1) that the account is just and true; 

(2) when and how the loss occurred, 
and if caused by fire, how the 
fire originated, so far as the de- 
clarant knows or believes; 

(3) that the loss did not occur through 
any wilful act or neglect or the 
procurement, means or connivance 
of the insured; 

(4) the amount of other insurances 
and names of other insurers; 

(5) all liens and encumbrances on 
the property insured; 

(6) the place where the property in- 
sured, if moveable, was deposited 
at the time of the fire; 

(7) If required and if practicable, 
produce books of account, ware- 
house receipts, and stock lists, and 
furnish invoices and other vouch- 
ers verified by statutory declara- 
tion, and furnish a copy of the 
written portion of any other 
policy.' The evidence furnished 
under this clause shall not be con- 
sidered proofs of loss. 


This section places the full respon- 
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sibility for preparation of proof of loss _ gether in a haphazard sort of way and 
on the assured. The cost of such pre- then to realize later that some items 
paration is borne by him. had been overlooked. Needless de- 


Claims should be made as quickly _ lay is, on the other hand, not recom- 
as possible after the occurrence but mended because the payment of 
not before careful consideration has money to which assured is entitled is 
been given to all known factors per- being held up, and the passing of 
taining to the loss. There is some- time does not of itself increase the 
times a tendency to put figures to- amount recoverable. 


The Accounting Profession in the Netherlands 


The Dutch mercantile community has always enjoyed renown for its 
probity and its attention to account-keeping. Yet it is little more than 60 
years ago that the foundations of an accountants’ guild, or professional or- 
ganization, were laid in Holland. Those responsible for this important step 
were either already established as public accountants (a small minority) or 
as expert bookkeepers. Before them they had the promising example of the 
Institute of Chartered Accountants in England and Wales, and other British 
accountancy bodies. The aims of the Dutch accountants were, broadly, to 
maintain and promote the status of the young profession. 


Their society — the Nederlands Instituut van Accountants, or “N.I.V.A.”— 
is not only the oldest of the Dutch associations, but the one that has achieved 
most and exerted the greatest influence in moulding the profession to its 
present shape. Founded in 1895, it was soon followed by other bodies, not- 
ably the Nederlandsche Bond van Accountants, and Nederlandsche Organi- 
satie van Accountants, founded in 1899 and 1902 respectively. After a period 
of independent existence, both of these groups were merged into the Institute 
in 1934, the consolidation being to some extent prompted by a common aim: 
the statutory recognition of accountants. 


No doubt it was the Institute’s high examination standard, and the 
thoroughness of its training methods, which led to the profession in the 
Netherlands reaching its present high status. Each year some two thousand 
candidates present themselves for searching tests in no less than eleven sub- 
jects. Seldom, however, are more than 50 to 100 accountants’ diplomas is- 


* sued annually. Recognition that the function of the accountant is inevitably 


bound up with business economics has led to great emphasis being laid on 
economics, a subject which candidates must pursue for three years. Four 
years are devoted to preliminary studies, and four years to accountancy — 
making the total period of apprenticeship of 11 years. Since a majority of 
those who present themselves for examination work during the day as audit 
assistants, qualification usually comes by way of evening study. 


—R. Robert, “Accountancy in the Netherlands” 
the South African Accountant, March 1959. 
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Accounting Research 


WorK OF THE COMMITTEE ON 
ACCOUNTING AND AUDITING RESEARCH 


When the present policy for this de- 
partment of the magazine was inaug- 
urated with the January 1957 issue, it 
was stated that the change was in- 
tended to provide an outlet, less for- 
mal than research bulletins, “where 
the work of the Accounting and Au- 
diting Research Committee could be 
described and where subjects of in- 
terest might be discussed even when 
opinions had not been formed”. This 
was to be done by “sharing the space 
from time to time with members of 
the research committee, and with other 
contributors who may be interested 
in projects which are on the agenda 
of the committee or which perhaps 
should be on it”. 

Most of the articles which have ap- 
peared since this change in policy 
was announced have conformed to 
this stated intention. A review of the 
topics covered for the period, how- 
ever, indicates that there has not been 
any direct description of the work of 
the committee itself for over two 
years. In view of the widespread in- 
terest in the work of the committee 
and the far-reaching effect of its 
activities, it seems desirable to remedy 
this defect at once. 

For the past two years the com- 
mittee has followed the practice found 
necessary in the past of delegating a 
good deal of its detailed work to a 
sub-committee formed largely of 


members from Toronto and Montreal. 
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The sub-committee is able to meet 
more frequently than the whole com- 
mittee and is thus better able to find 
the time necessary for the thorough 
study which many of the projects 
require. 

By their nature the committee and 
the sub-committee have to restrict 
their activities to consideration and 
discussion of specific problems. The 
detailed investigations — the labor- 
ious foundation work without which 
the work of the committee would not 
be possible — must be done by the 
permanent staff. This staff was ably 
directed for some years by Lawrence 
G. Macpherson, F.C.A. of Queen’s 
University assisted by a full-time staff 
consisting of Miss Gertrude Mulcahy, 
C.A., research associate, and Miss 
Grace Lew, research assistant. The 
post of research director has remain- 
ed vacant since last September when 
the pressure of his university duties 
forced Professor Macpherson to re- 
sign the position. Fortunately, the 
work of the committee has not suf- 
fered from this vacancy as Profes- 
sor Macpherson has continued as a 
member of the committee, and the 
onerous work of preparing for the 
committee’s meetings and collecting 
and editing material for the regular 
publications has been ably carried on 
by the full-time staff. 


Research Bulletins 


Most of the efforts of the commit- 
tee and the sub-committee for the 
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past two years have been devoted to 
the preparation of research bulletins. 


The work on Bulletin No. 14, revis- 
ing the original 1946 Bulletin No. 1 
on “Standards of Disclosure”, was 
largely completed prior to the an- 
nual meeting of the committee in June 
1957, and the approval of that mee- 
ting made possible the issue of the 
bulletin itself in August of that year. 


It has always been the view of the 
committee that matters of auditing 
procedure were not normally suitable 
topics for discussion in research bul- 
letins since, in the committee’s opin- 
ion, the practice of auditing is, in ef- 
fect, an art and each individual en- 
gagement calls for the exercise of this 
art. It was decided, however, during 
1957 that there were two areas where 
variations in practice and changes in 
professional views made it desirable 
to issue bulletins discussing accept- 
ed standards of professional prac- 
tice. These areas were the confirma- 
tion of accounts receivable and the 
observation of physical stocktaking. 


The less contentious question, the 
confirmation of accounts receivable, 
was tackled first. After several 
months of consideration, Bulletin No. 
15 was issued on this subject in May 
1958. The committee then turned its 
attention to the consideration of the 
need for the physical attendance of 
the auditor at stocktaking. This ques- 
tion turned out to be extremely con- 
tentious, and it was found necessary 
to devote a great deal of time to it. 
The difficulties were finally resolved, 
however, and Bulletin No. 16, super- 
seding Bulletin No. 7, was issued in 
May 1959. This bulletin makes it 
mandatory in normal cases for the au- 
ditor to be present at the taking of 
the inventory. 


These two bulletins are the only 
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ones actually issued in the period 
since the last report in these columns. 
This does not mean, however, that 
the committee has been idle. Several 
other topics have been considered as 
possible subjects for bulletins, and 
considerable work has been done on 
some of them. The topics considered 
have included the addition of a refer- 
ence to consistency in the auditor’s 
report, methods of expressing qualifi- 
cation to auditor's opinions, reliance 
on other auditors, and the meaning of 
market in inventory valuation. 


The question of including a refer- 
ence in the standard form of audit 
report to consistency in the applica- 
tion of “generally accepted accounting 
principles of accounting” was discuss- 
ed at some length at the committee’s 
annual meeting in May, 1959. After 
some discussion of the need for such 
a reference and the possibility that 
there might not be any generally ac- 
cepted principles of accounting, it was 
decided that the inclusion of such a 
reference was desirable. As a result 
of this decision, a revised standard 
form of auditor's report has been 
drawn up to include this phrase and 
to incorporate certain other changes 
considered desirable to reflect current 
thinking and to permit conformity 
with the proposed Uniform Compan- 
ies Acts if and when these become 
law. A bulletin setting out the new 
form of report will be issued shortly 
to supersede the existing Bulletin No. 
6 and its supplement. 


As a corollary to the revision of the 
standard form of report which is de- 
signed primarily for those cases in 
which an unqualified opinion can be 
given, the committee and the research 
staff of the C.I1.C.A. have given con- 
siderable thought to the problems 
raised by qualifications in auditor's 
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reports. A review of existing prac- 
tice showed a wide variation in term- 
inology and in many cases an un- 
fortunate ambiguity and lack of clar- 
ity. (See Miss Mulcahy’s article in 
Accounting Research, March, 1958 
and August 1959.) As a result of this 
situation it was decided that a bul- 
letin was needed on the subject in or- 
der to provide guidance and to pre- 
vent confusing variations in practice. 
Work was, accordingly, begun last 
summer on the actual wording of the 
bulletin. Despite the usual delays 
due to differences of opinion among 
the committee, the task is now near- 
ing completion and publication of a 
bulletin is expected to follow the one 
on the standard form of report. 


Preliminary studies on the prob- 
lems raised by reliance on the work of 
other auditors were also undertaken 
by the committee during the year. 
However, the problem was felt to be 
of such magnitude and the existing 
practices so diverse that it was con- 
sidered desirable to arrange for a pre- 
liminary study of the questions in- 
volved by a special group. Accord- 
ingly, a sub-committee consisting of 
practising members with considerable 
experience in this area was formed 
for this purpose. This group was 
asked to investigate present practices 
in this country and elsewhere with 
reference both to the references neces- 
sary in the auditor’s report and the 
extent of the review considered neces- 
sary by the auditor relying on the 
work of another. A consideration of 
possible legal implications is also to 
be undertaken and a report and 
recommendation made to the com- 
mittee on completion of the work. 
The sub-committee has begun its 
studies on this project but, because of 
the fundamental and exhaustive na- 
ture of the investigation proposed, 


these will necessarily require a con- 
siderable time to complete. 

The issue of a bulletin on reports 
for unincorporated businesses was 
also investigated by the committee, 
and preliminary reviews of the prob- 
lems and discussion of the implica- 
tions were carried out. It was decid- 
ed, however, that the numerous 
special problems involved in deter- 
mining the income of an unincorpor- 
ated business, especially in relation tc 
proprietor’s income tax and salary, 
were still too undecided to permit the 
issue of a bulletin at this time. Simi- 
larly, there appeared to be so much 
diversity of opinion regarding the 
meaning of the term market as ap- 
plied to inventories that it was felt 
that, in this case too, further study 
and discussion were necessary before 
a definitive bulletin could be issued. 


Bulletin No. 10, “Depreciation, 
Capital Cost Allowances and Income 
Taxes”, continues to be the most con- 
tentious of the committee's pro- 
nouncements. As a result of the con- 
tinuing discussion of the necessity for 
the deferred credit treatment of in- 
come tax reductions which was re- 
commended in Bulletin No. 10, the 
committee arranged a conference dur- 
ing the 1957-58 season between mem- 
bers of the committee and represen- 
tatives of industry. At this meeting, 
although unanimity was not achieved, 
the view of the majority was in favour 
of the retention of the recommended 
treatment in its original form. 

Interest in this problem was again 
kindled by the Cabinet decision in the 
Bell Telephone and C.P.R. rate cases 
(see Accounting Research, July 1958). 
The committee again reconsidered the 
question at that date in the light of 
the Cabinet’s refusal to accept the 
deferred tax credit as a proper de- 
duction for rate-making purposes. In 
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this case, also, the decision was to 
reaffirm the original position and to 
deny that the rate-making decision 
was relevant for accounting purposes. 
Shortly after this the question came 
up once again when the American In- 
stitute of Certified Public Account- 
ants reversed its original views on 
the subject and recommended in its 
revised Bulletin No. 44 a treatment 
very similar to that set out in Bulletin 
No. 10 (Accounting Research, Novem- 
ber 1958). This change in the Ameri- 
can position created pressure on our 
committee to revise Bulletin No. 10 in 
the other direction to eliminate the 
optional method which is there recog- 
nized as acceptable. As a result of 
these conflicting views and the con- 
tinuing interest in the subject which 
they reflect, the committee has ar- 
ranged for a further discussion of the 
topic at the 1959 annual conference. 
The views expressed at this meeting 
and the views expressed by other 
members of the profession will then 
be considered in order to decide 
whether further action with regard 
to Bulletin No. 10 is now desirable. 


Other Publications 

In addition to the preparation of 
bulletins, the committee has issued or 
prepared to issue a number of other 
publications during the period under 
review. One of the principal projects 
of the last two years or so has been 
arranging for the addition of another 
title to the list of basic Canadian pub- 
lications on accounting matters pre- 
viously sponsored by the committee. 
The new addition will be a book on 
mining accounting by W. L. MacDon- 
ald, C. A. of Clarkson, Gordon & Co. 
Like its forerunners, this work, now 
nearing completion, is not to be con- 
sidered a publication of the commit- 
tee, and the views expressed will be 
those of the author alone. The com- 
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mittee, however, feels a strong respon- 
sibility to assist in the development of 
a distinctively Canadian literature of 
accounting, and it is quite probable 
that without their encouragement and 
assistance these publications would 
not be possible. 

Another publication that is becom- 
ing a regular feature of the commit- 
tee’s work is the summary of Cana- 
dian financial statement practice is- 
sued under the title of “Financial Re- 
porting in Canada”. The second edi- 
tion of this work, covering reports for 
the years 1953 to 1956, inclusive, was 
published in November, 1957. This 
edition, which was considerably more 
detailed and informative than its pre- 
decessor, represented a very substan- 
tial amount of work by the research 
staff of the C.I.C.A. The third edition, 
covering the years 1955 to 1958, in- 
clusive, is now almost completed, and 
publication is expected in the fall of 
1959. 

One of the distinguishing features 
of this review of financial reporting 
is the willingness of the authors to ex- 
press opinions on the acceptability of 
the practices recorded. It seems prob- 
able that this feature, which is lacking 
in the corresponding American publi- 
cation, has itself accelerated the 
trends to conformity with the prac- 
tices favoured in the committee’s bul- 
letins which the review reflects. The 
existence of an authoritative study of 
current practice certainly strengthens 
the position of professional practition- 
ers trying to persuade clients to con- 
form. 

One task undertaken by the com- 
mittee in the past year which repre- 
sents an entirely new departure in- 
volves the preparation of a booklet 
describing the nature of an auditor’s 
examination and the meaning of his 
report. The proposed booklet will be 
modelled to some extent on a similar 
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publication of the American Institute 
called “40 Questions and Answers 
About Audit Reports”. Like its model, 
the Canadian version will be address- 
ed primarily to bankers and will be 
intended to increase the understand- 
ing among this group of the use and 
abuse of audited financial statements. 
Because of the experimental nature of 
the work involved and the need for 
great care in the selection of material, 
this task has also been delegated to 
a special sub-committee of persons 
with substantial experience in the 


field. 


As a result of periodic expressions 
of dissatisfaction with the standard 
form of bank confirmation form, 
which has now been in use for about 
13 years, another special sub-com- 
mittee has been appointed to investi- 
gate the experience of the profession 
with the form during this period and, 
if necessary, to recommend changes. 


The committee has also continued 
its policy of using this department of 
the magazine as a means of com- 
municating its ideas to the profession 
as a whole. Because of the breadth 
of the committee’s present interests, 
this is becoming a problem, and the 
editor is experiencing great difficulty 
in finding the space (and the ability) 
which will be required to deal ade- 
quately with all of the matters which 
the committee feels require public 
discussion. 


Other Activities 

With the object of keeping the gen- 
eral membership of the Institute in- 
formed about the work of the com- 
mittee and of keeping the committee 
informed about the thinking of the 
members of the profession, two ses- 
sions at the 1958 annual conference 
were devoted to discussions of prob- 


lems of accounting research. These 
sessions were under the guidance of 
the committee although many of the 
participants were not themselves com- 
mittee members. The topics chosen for 
discussion were chiefly those which 
the committee was planning to con- 
sider during the following year. In- 
cluded were the physical observation 
of stocktaking, reports for unincorp- 
orated businesses and qualifications 
in auditors reports. Much informa- 
tion of value was obtained by the 
committee in these sessions both from 
the prepared papers and from the 
general discussions which followed. 


The opportunity to obtain a samp- 
ling of opinion on currently conten- 
tious questions in this way was, in 
fact, considered to be so valuable that 
the same type of program is being 
planned for the annual conference 
this September. The subjects to be 
discussed will, once again, be chosen 
from among those that are currently 
under consideration. One session will 
be devoted to auditing problems with 
the emphasis on the concept of inde- 
pendence and its implications for 
practising members of the profession 
in their relation with clients. The 
other session will be devoted to three 
contentious questions of accounting 
principle, namely, the meaning of 
market in inventory valuation, sale 
and lease-back transactions and the 
old perennial, the deferred tax credit 
procedure recommended in Bulletin 
No. 10. It is hoped that these dis- 
cussions will be of great help in guid- 
ing the deliberations of the committee 
during the coming year. 


There is also one question of more 
restricted interest relating to account- 
ing theory on the agenda of the com- 
mittee at the present time. This con- 
cers a proposed change in account- 
ing procedure by one of the public 
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companies engaged in the produc- members familiar with the problems 
tion of oil and gas in Western Canada. of the petroleum industry was set up 
The views of the committee on this to consider the matter. 

matter were requested by the On- As in previous years, the commit- 
tario Securities Commission. In order tee has again arranged for the re- 
to ensure full and careful considera- view on behalf of the Institute of the 
tion of the problem, a special sub- annual reports being considered for 
committee composed of practising The Financial Post's annual awards. 


How U. S. Industry Supports Education 


In 1958, U.S. colleges and universities had an estimated income of $4.4 
billion, of which more than $850,000,000 came from voluntary contributions 
including about $136,000,000 from corporations. 


This year companies will give about $150,000,000, or almost four times 
the $40,000,000 they donated in 1953. Surveys show that corporations, gen- 
erally, feel more and more responsible for aid to higher education. For one 
thing, business needs the trained brainpower produced by the universities. 
But, what is more, corporations want to preserve and nourish the American 
ideal of educational opportunity. 


A recent survey shows that several hundred of the largest corporations 
now earmark 34% of their total giving for education, as compared with only 
21% in 1950. And as their gifts increase, corporations put more and more 
thought into how the money donated is spent. Full-time staff members 
sometimes scrutinize educational needs. One result has been a greater em- 
phasis on giving to improve the overall quality of teaching. Says one corp- 
orate giver: “We feel it is more important to strengthen the institutions them- 
selves, than to give scholarships to send students to universities with inade- 
quate facilities.” 

Fastest-growing, perhaps, are programs under which companies match 
funds donated by employees to the colleges of their choice. This method 
has been adopted by 69 corporations in the past few years. 

—From “Highlights”, published by The 
American Economic Foundation, July 1959. 
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Practitioners Forum 





Work PROGRAMMING 


At the 1959 annual conference of 
the Institute of Chartered Account- 
ants of Ontario, C. H. Pettit, F.C.A. 
presented a paper on work program- 
ming, which is the source of most of 
the material in this month’s column. 

As a firm grows in size from a sole 
practitioner to numerous partners and 
staff, procedural changes must be 
made. Initially, planning can all be 
done in the partner's head, and little 
needs to be committed to paper. By 
the time there are five people in- 
volved, say a partner, three students 
and a stenographer, some formal plan- 
ning is necessary. With a large staff, 
a well-thought-out plan is essential 
because the possible losses, from in- 
efficient use of staff and idle staff, are 
substantial. 

The basic objective of work pro- 
gramming is to meet the needs of 
clients most effectively. Also, ac- 
countants wish to keep their costs as 
low as possible. The abilities and 
personalities of the staff and the needs 
and wishes of the clients have to be 
considered when making staff alloca- 
tions. 

Firms handle their work program- 
ming in divers ways. This discussion 
will consider two approaches and 
comment on the advantages and 
disadvantages of each. 


Vertical Allocation of Staff 


Individual partners have designated 
personnel assigned to them. Each 


partner’s staff should be balanced, 
that is, have a proper mixture of 
seniors, intermediates and juniors to 
fit the requirements of the partner's 
clients. Periodically, probably an- 
nually, the make-up of each partner's 
staffs is reviewed and changes made, 
including transfers between staffs. On 
a short-term basis, staff may be loaned 
from one partner’s group to another. 
In this way staff assignments are kept 
from becoming too rigid. 


This method has numerous advant- 
ages. The partner and supervisor get 
to know their subordinates well and 
understand their strengths and weak- 
nesses. This is important, because the 
supervisor can help his staff much bet- 
ter when he has a close working 
knowledge of their abilities and stage 
of development. He can take a per- 
sonal interest in his assistants and 
bring them along gradually as their 
abilities permit. 


The staff will become very familiar 
with the client’s records. This should 
result in a more efficient audit. A 
greater understanding of the client’s 
business permits deeper penetration 
into the problems involved. Most 
clients, particularly the smaller ones, 
prefer to have the same staff year af- 
ter year and do not like the staff 
changes which are normal in all audit- 
ing firms. This type of staff plan- 
ning may aid client relationships. 


An important advantage to the ver- 
tical plan is that each partner can be 
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held accountable for the efficiency of 
his separate work unit. 


The vertical-plan method has some 
disadvantages. Some students may 
feel that they are not getting suffi- 
ciently varied experience because they 
are employed on the same group of 
audits too long. Furthermore, close 
association between audit staff and 
client, if carried on too long or if al- 
lowed to develop into a personal rela- 
tionship, may weaken the audit. 


If the decentralized type of organi- 
zation is over-emphasized, each part- 
ners group may become a separate 
entity within the firm. One partner 
may develop his clients better and 
work more effectively than the other 
partners, with a resulting greater work 
load on his staff. Such developments, 
if not adjusted in time, can lead to in- 
ternal problems. 


Horizontal Allocation of Staff 

Under the horizontal method, all 
staff members are in one pool, and 
one partner is responsible for allocat- 
ing them to the various partners or 
clients as they are needed. In some 
firms, the senior or supervisory staff 
are allocated to partners on a vertical 
basis, and the juniors and intermedi- 
ates allocated on a pool basis. 

The horizontal plan has several ad- 
vantages. Staff will work on a broad- 
er range of assignments during the 
course of their training. The work 
load can be spread evenly so that any 
benefits, such as particularly interest- 
ing investigations, or hardships, such 
as overtime, will be shared fairly by 
all. 

Junior staff will work with several 
supervisors and will get the benefit of 
different points of view. Under the 
vertical method, a student may be 
fortunate in the senior to whom he is 
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allocated, but, on the other hand, he 
may have to work with someone who 
is not adept at passing on his knowl- 
edge to others. Much is to be learned 
by talking with one’s seniors and by 
watching the way they plan their 
work and handle problems. As people 
vary in their ability to cope with dif- 
ferent types of problems, working 
with numerous supervisors provides 
the best opportunity to observe the 
most effective procedures. 


Clients may benefit from the fresh 
viewpoint of a new auditor. Over the 
years, a client will have the benefit 
of many different minds. A change 
is one way to be insured against get- 
ting into a rut. 


The horizontal plan also has its dis- 
advantages. The study of staff re- 
quirements becomes complicated, 
and the allocation of staff to the ac- 
counts they are best suited to service 
is more difficult. Formal planning is 
required. Exceptional students will 
be in demand and may get the lion’s 
share of the interesting work. Below- 
average students may suffer corres- 


pondingly. 


Special Departments 

Under the horizontal method, only 
the partner and perhaps the super- 
visor can become specialists. Un- 
der the vertical method of allocating 
staff, specialists can be developed at 
all levels. This has great advantages 
in highly specialized fields, such as 
banking or stock brokerage. In order 
to handle complicated engagements 
well, specialists are essential at the 
senior levels. 


There are some dangers in special- 
ization. The training of staff may be 
far too narrow. The partner may de- 
velop along one line and lack the 
broader outlook which is required to 
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cope with the larger problems. If for 
some reason there is a large decrease 
in the volume of work in the special 
field, the whole department will be 
seriously crippled. The strength of 
having one’s income distributed 
among many clients is weakened 
when a large number of them are in 
the same business. 


Forecasting 


A necessary prerequisite to staff 
planning is the forecasting of staff 
needs. There are three factors to be 
considered: staff available, clients to 
be serviced and the time element. 
Planning periods may vary in length 
from a week to a year. The type of 
plan prepared can vary from elabor- 
ate pegboards hung on the wall to 
scraps of paper in the corner of a 
partner’s desk. 


Planning may be approached ini- 
tially from the standpoint of either 
staff available or clients’ requirements. 
The assignments for each member of 
the staff are plotted out until all the 
available time is allocated. Alterna- 
tively, each client’s requirement is met 
by assigning the task to a staff mem- 
ber until all jobs are assigned. In 
either case, after the initial plan has 
been drafted, the problem then has to 


be studied from the other viewpoint. 


Of course, leeway must be left for 
delays, unexpected special work and 
new clients. Accordingly, the routine 
must provide for frequent adjustments 
to the long-term plan. Some firms 


prefer to do their staff planning at 
regular conferences of the senior per- 
sons involved, and others feel that it 
can be done more effectively on pa- 
per. Usually both discussion and pa- 
per work are necessary. 





Case Study — Small Firm 


Perhaps a consideration of the act- 
ual procedures followed by a small 
firm will illustrate the points outlined 
above. The personnel consist of a 
partner, three students and a sten- 
ographer. 


Long-term planning is done annual- 
ly. The clients are listed on a sheet 
of 14-column paper which provides 
columns for name of the client, total 
hours, and each month of the year. 
The anticipated hours required are 
shown in the appropriate month and 
total columns. An x is used to indi- 
cate year-end dates, and a “tick” in- 
terim statement dates. After the ini- 
tial allocation of hours, assignments 
are shifted between months, if pos- 
sible, in order to even out the mon- 
thly totals. The peak annual work 
load and monthly peaks are then re- 
lated to the capacity of the staff avail- 
able. Allowance is made for holidays 
and examinations. A 20% cushion is 
left for special work and new audits. 

There are two basic uses made of 
this annual projection. The first is to 
determine the total staff requirements. 
Accordingly, the projection is prepar- 
ed in May so that staff recruitment 
may commence in June at the time 
high school students graduate. The 
second is to show up undue monthly 
peaks or slack periods. When these 
are anticipated months ahead, it is 
usually possible to level them out. 
One way is to hire temporary part- 
time staff for the winter peak. How- 
ever, the main remedial action is to 
arrange with clients to have their 
work done at a time of year when 
staff is available. 

Short-term work planning is done 
on a monthly allocation report. One 
sheet is used for each member of the 
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staff. The reports have columns for 
the name of client, nature of work, 
date of the end of the period being 


checked and comments. There is a 
line for each day of the month. The 
senior student prepares his own re- 
port and the juniors’ reports. The in- 
termediate prepares his own. These 
reports are submitted to the partner 
by the 24th of each month for the 
following month. No report is pre- 
pared for the stenographer. The part- 
ner marks down his commitments as 
they are made without attempting to 
allocate all his time in advance. 

The partner discusses the allocation 
with the staff and approves it. If 
changes are required later, they are 
reported to the partner when the need 
becomes evident. Sometimes two 
months are planned at one time, that 
is, the current month is finalized and 
the following month tentatively plan- 
ned. This is usually done only in an- 
ticipation of the peak period. This 
advance planning has three objec- 
tives: to allocate staff so as to meet 
clients’ needs, to indicate in advance 
heavy work peaks or idle staff, and to 
provide a record of the availability 
of personnel. 


Case Study — Large Firm 

A large office of a national firm, 
with about 60 chartered accountants 
and students, handles its staff by the 
horizontal allocation method. 

A staff manager, who is not a chart- 
ered accountant, does most of the 
work involved in the staff planning. 
One partner has the primary responsi- 
bility for staff although all partners 
are consulted and their approval ob- 
tained. If there are any points of 
disagreement, they are decided by the 
senior partner. 

Twice a year, in the spring and fall, 
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the staff manager prepares a long- 
term projection covering a year. This 
is prepared from the firm’s engage- 
ment memoranda which do not con- 
tain a time budget but do describe 
the extent of the work to be done. 
The staff manager is familiar with the 
requirements of most clients. The 
names of the field staff are listed 
across the top of columnar paper and 
the weeks shown down the side. Staff 
are classified into three groups, 
senior, intermediate and junior. 

The forecast is then discussed with 
the staff partner and approved after 
any necessary changes have been 
made. One of the main purposes of 
this projection is to ensure that the 
senior who is in charge of an interim 
examination for a client will also be 
available to carry out the year-end 
audit for that client. To the extent 
practicable, continuity of the other 
staff on each assignment is likewise 
arranged, 

The peaks and valleys indicated by 
the projection are studied by the staff 
partner, who discusses them with the 
other partners directly concerned. 
This projection is also used to deter- 
mine staff needs. As university stu- 
dents are engaged in February, the 
latest projection is the one prepared in 
the fall. However, this will have been 
revised monthly in the normal course 
of events. The staff partner decides 
how many university and high school 
graduates are needed to fit in with the 
short-term (one year) and the long- 
term (three years) needs of the firm. 
Such factors as total work load, bal- 
ancing of staff and development of 
seniors are considered. The proposed 
hirings are discussed at a partners’ 
meeting. 

Short-term planning is taken care 
of at the monthly meeting of super- 
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visors and partners. The staff man- 
ager presents the proposed allocations 
by weeks, covering the following 
three months. The partners consider 
the overall picture and discuss any 
adjustments needed. Each partner 
has to indicate that he is satisfied with 
his staff allotment. Copies are not 
distributed. Each partner makes his 
own record at the meeting. 

The staff are advised by the staff 
manager of their assignments. Anyone 
wishing information may ask the staff 
manager. Staff with idle time in pros- 
pect advise the staff manager of this 
in advance. 


Emergencies caused by sickness or 
special work are handled as they arise. 
The partner needing help initiates the 
action by going to the staff manager. 
If staff have to be reassigned, the 
other partner concerned is consulted. 
He must agree to the change. In prac- 
tice, this works satisfactorily. 

The staff manager also keeps track 
of the actuai location of personnel. 
This information is not circulated. 

This firm’s experience has indicated 
that a flexible, informal procedure 
works best. Forecasts seldom work 
out as planned, and provision for day- 
to-day changes is essential. 





Need for Continuing Education 


Our generation seems to be a generation of students, and we should 
remember that the level of education and intelligence in our clients’ organiza- 
tions is increasing continually. In addition to formal programs at schools and 
colleges and the continuing education which comes under the general head- 
ing of adult education, we find educational programs run by the military, 
training programs conducted by private industry, and university-run courses 
for business executives. One of the interesting developments in recent years 
is the series of university courses now available to junior and senior business 
executives, which concern themselves with the development of an executive’s 
ability to think. These on-the-campus courses, which may extend anywhere 
from two weeks to several months, seek to show the executive new approaches 
to the solution of problems and to broaden his viewpoint and attitudes. When 
we think of these business executives as being our clients, it seems very clear 
that, as a group, they are becoming much more discerning. It is equally 
clear that if they do not get the up-to-date quality service they expect, they 
will inevitably go elsewhere. 

— Thomas Higgins, “The Need for Continuing Education”, 
The New York Certified Public Accountant, July 1959. 
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Tax Review 


INCOME Tax AMENDMENTS 


The amendment to the Income Tax 
Act concerning foreign business corp- 
orations has been the subject of a ra- 
ther bizarre and strange performance 
which can only do harm to Canada’s 
reputation in international circles. 
There were serious objections to the 
amendment at the time of its intro- 
duction and public opinion was 
against it almost without exception. 
The Minister of Finance merely indi- 
cated that certain companies could 
obtain advantages which were not 
warranted and that he wished to pre- 
vent the qualification of new compan- 
ies or companies that had not pre- 
viously qualified until such a time as 
the whole section could be reviewed. 
It seemed somewhat of a paradox that 
a provision which had been in exist- 
ence since 1918 should suddenly 
cause much trouble which could 
not be patched up by a simple 
amendment. It could have been pos- 
sible that the Minister wished to elim- 
inate foreign business corporations en- 
tirely but was not prepared to extin- 
guish the status for those companies 
that were already qualified. He did 
not, however, admit to this, and it 
can only be assumed that he wished 
to give the section further study with 
a view to improving it and perhaps 
eliminating instances of unwarranted 
tax avoidance. In any event, the 
amendment was passed by the House 
of Commons. 

The Senate or “the other place”, as 
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it is known in the House of Commons, 
also objected to the amendment, and 
in a rare showing of independence de- 
leted the amendment from the bill 
entirely on the advice of its Banking 
and Commerce Committee. This 
meant, of course, that the whole bill 
had to go back to the House of Com- 
mons. 


In the House of Commons, the Hon. 
Mr. Fleming indicated that he was 
prepared, although reluctantly, to 
agree to the change, that is, the dele- 
tion of the amendment, as it was of 
minor consequence. Unfortunately, 
however, the Opposition (who had 
been against it in the first place) 
raised the question of privilege, for, 
being a money bill, the Commons felt 
that “the other place” was not entitled 
to amend it, pursuant to standing or- 
der 63 which says: 

All aids and supplies granted to Her 
Majesty by the Parliament of Canada, 
are the sole gift of the House of Com- 
mons, and all bills for granting such 
aids and supplies ought to begin with 
the house, as it is the undoubted right 
of the house to direct, limit, and appoint 
in all such bills, the ends, purposes, con- 
siderations, conditions, limitations and 
qualifications of such grants which are 
not alterable by the Senate. 


While it appeared evident that 
members of the House of Commons 
were in sympathy with the deletion 
of this particular clause, it was made 
quite clear that they were not unani- 
mously in favour of changes made by 
the Senate to a money bill, no mat- 
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ter how small or insignificant the 
change might be. The question was 
therefore deferred by the House of 
Commons on July 14 to a later date. 


At this point most observers were 
calmly waiting for the House of Com- 
mons to get around to the matter 
again and were fully confident that 
the proposed change had been de- 
feated. 


The surprise ending is a necessary 
ingredient of most mystery stories, 
and this was not lacking here. The 
House of Commons was prorogued on 
July 19, but no mention of this par- 
ticular point was reported. This mo- 
mentarily created some consternation 
because the bill had to be passed be- 
fore prorogation to become Jaw in 
time for the adoption of its proposals. 
The surprise ending had to be found 
elsewhere, and the normally staid 
Senate provided it. 

This body, in an unusual volte face, 
conceded on July 18 that it had pro- 
nosed an amendment to the Income 
Tax Act which infringed the sole right 
of the Commons to impose taxation 
and they passed the bill again in its 
original state. While standing order 
63 makes it quite clear that the House 
of Commons only may impose taxa- 
tion or provide revenues, it seems ra- 
ther picayune to argue that the Sen- 
ate amendment infringes on these 
rights. The extent of this amendment 
is that the Government will lose the 
annual filing fee from perhaps 20 com- 
panies or $2,000 in all, for companies 
that would ordinarily have qualified 
will now 'ocate elsewhere or operate 
through subsidiaries. 


This unwanted amendment pro- 
vides that section 71 will not apply 
to exempt a corporation from tax up- 
on its taxable income for a taxation 
year ending after April 9, 1959 unless 


(a) in the case of a corporation that 
had a taxation year ending be- 
fore 1959, the corporation was 
during its last taxation year end- 
ing before 1959 and each subse- 
quent taxation year, if any, pre- 
vious to the particular taxation 
year a foreign business corpora- 
tion, 

(b) in the case of a corporation in- 
corporated on or before April 9, 
1959, that did not have a taxa- 
tion year ending before 1959, the 
corporation was during its first 
taxation year ending after 1958 
and each subsequent taxation 
year, if any, previous to the par- 
ticular taxation year a foreign 
business corporation, or 


(c) in the case of a corporation that 
had a taxation year ending on or 
before April 9, 1959 the corpora- 
tion was during its taxation year 
in which that date occurred and 
each subsequent taxation year, if 
any, previous to the particular 
taxation year a foreign business 
corporation, and had during that 
part of its taxation year in which 
that date occurred that was be- 
fore April 10, 1959 business op- 
erations that complied with one 
of the conditions contained in 
subsection (2)(c). 


Transfer of pension fund 
contributions 

The Income Tax Act provides that 
any amounts received as superannua- 
tion or pension benefits must be 
included in the income of the taxpay- 
er. Apart from the normal benefits 
received or receivable upon retire- 
ment, employees quite frequently re- 
ceive a refund of their contributions 
to a registered pension plan if they 
relinquish their employment. Such 
amounts were formerly taxable, al- 
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though the tax could be computed in 
a special manner, even if the amounts 
received were contributed to another 
pension fund. For 1959 and subse- 
quent taxation years, individual tax- 
payers receiving these taxable benefits 
may deduct therefrom the amounts 
paid in the year or within 60 days 
thereafter to a registered pension fund 
or registered retirement savings plan. 
The wording of this new section is 
such that taxpayers cannot claim a 
double deduction for the same con- 
tribution. That is to say, the amount 
deductible is the excess over the 
normal deduction for contributions to 
a registered pension plan or register- 
er retirement savings plan. 


Fiscal period of partnership 

Normally, a partnership ends upon 
the death or withdrawal of a partner 
or the admission of a new partner. 
Section 15(2) of the Act provides that 
there need be no change in the fiscal 
year-end where there has been a 
death or withdrawal of a partner or 
the admission of a new one. For 
1959 and subsequent years, partners 
may elect to have the fiscal year end 
at the time it would have ended if 
the affairs had not been wound up re- 
gardless of the reason for which it 
has been wound up. This would ex- 
tend the election to those cases where 
the business is disposed of, either to 
third parties or to a limited company 
formed by the partners. 


Medical expenses 

Effective in 1959, no deduction may 
be claimed for any medical expenses 
for which the taxpayer has been reim- 
bursed or is entitled to be reimbursed 
under the provision of the Hospital 
Insurance and Diagnostic Services 
Act (i.e. the federal health insurance 
plan) or an enactment providing care 
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for civil servants. The type of medi- 
cal expense allowed as a deduction 
from income has been extended to in- 
clude rocking beds for poliomyelitis 
victims, crutches, iliostomy or colos- 
tomy pads, and trusses for hernia. 


Changes in rates 

As generally known, the rates of per- 
sonal income tax were increased by 
1% for 1959 and 2% for 1960 upon tax- 
able income in excess of $3,000. Also 
the old age security tax on personal 
income has been increased by 1%, ef- 
fective July 1, 1959. The maximum 
tax is $75 for 1959 and $90 for 1960. 


Dividends from trusts or estates 
Section 63 (11) permits an_ in- 
dividual taxpayer to claim the 20% 
dividend credit in respect of amounts 
received from a trust or estate that 
were derived by it from dividends 
from taxable Canadian corporations. 
Effective in 1959 and subsequent tax- 
ation years, the dividend credit will 
be allowed even if the dividends, be- 
ing received by one estate, flow 
through several estates or trusts be- 
fore reaching the individual taxpayer. 
This new provision further extends 
the theory that estates or trusts are 
mere conduits through which income 
flows without changing its nature. 


Registered retirement savings plans 
The provisions of section 79B have 
been amended, effective in 1959, to 
permit taxpayers to deduct premiums 
paid under a registered retirement 
savings plan if they become members 
or annuitants not only during the year 
as formerly but also within 60 days 
after the end of the taxation year. As 
taxpayers are allowed to deduct 
premiums paid within 60 days after 
the year, it will now be possible to 
avail oneself of the provisions of the 
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section after the end of the taxation 
year. Prior to this amendment, tax- 
payers had to at least be members 
or annuitants during the taxation year. 
Amendments have also been made to 
provide that employees of life insur- 
ance corporations are subject to the 
same limitations as other taxpayers. 
Such employees could formerly claim 
the maximum deduction of $2,500 (in 
the right circumstances ) even though 
they were members of a registered 
pension plan because life insurance 
companies were not subject to the 
provisions of section (11)(1)(g) or 
(h) which provides for deductions for 
employers. 


Death benefits 

The definition of a death benefit 
which may be received tax-free by a 
widow has been amended to increase 
the amount. This increase is applic- 
able to amounts received upon or af- 
ter the death of an employee whose 
death occurred after April 9, 1959. 
Formerly, the amount that could be 
received tax-free was limited to the 
employee's remuneration for the last 
90 days of employment. The tax-free 
portion has now been extended to the 
amount of the employee’s remunera- 
tion for the last year of employment, 
but it cannot exceed $10,000. 


Technical amendments 

Premiums for group life insurance 
paid by an employer but included in 
a taxpayer's income are deemed to 
be earned income. 


The provincial tax credit for indi- 
viduals will remain at 138% for the 1959 
taxation year. 


Children in respect of whom am- 
ounts are paid as family assistance to 
immigrants and settlers shall be 
classed as children qualified for fam- 
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ily allowances for the 1959 taxation 
year. 

Section 6 lists the amounts that 
must be included in income but no 
reference was made to amounts re- 
ceived under a registered retirement 
savings plan. This oversight has now 
been corrected. 

The Canadian Universities Founda- 
tion replaces the National Conference 
of Canadian Universities, and section 
62 has been amended accordingly. 


RECENT TAX CASES 


Canada-U.S. Convention 

A case of interest to all companies 
doing business in the United States is 
the Consolidated Premium Iron Ores 
Limited case in which the judgment 
of the Tax Court of the United States 
was upheld by the U.S. Court of Ap- 
peals (6th Circuit), As is general- 
ly known, the Internal Revenue Ser- 
vice attempted to tax certain profits of 
the company on the grounds that it 
had a permanent establishment in the 
United States. Under the Canada- 
U.S. Reciprocal Tax Convention, no 
tax may be levied by one of the coun- 
tries unless the corporation maintains 
a permanent establishment therein. 
Although the case is quite compli- 
cated and involves certain other is- 
sues, the main point was whether or 
not the corporation maintained a per- 
manent establishment in the U.S. The 
Court of Appeals did not choose to 
upset the decision of the Tax Court 
which found that no such establish- 
ment existed. Although substantial- 
ly all the stock of the corporation was 
owned by a group of US. citizens 
who controlled the destiny of the 
corporation, they were not officers of 
the company. While the company 
had a United States address and a 
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licence to do business in Ohio, it had 
no employees in the United States, no 
bank account or books of account and 
no telephone listing. Its name did not 
appear on any office door, nor did 
it have an employee or agent in the 
U.S. with general authority to con- 
tract for his employer. As such, it 
could not be considered as having a 
permanent establishment in the Unit- 
ed States. 


Previous decisions affirmed 

The Supreme Court of Canada in 
three instances has confirmed the 
judgments of the Exchequer Court. In 
the Oxford Motors case (Tax Review, 
September 1958), the Exchequer 
Court held that a rebate of $250 per 
vehicle unsold granted by the sup- 
plier was income subject to tax. The 
Supreme Court dismissed the com- 
pany’s appeal holding that the rebate 
was in the nature of a discount grant- 
ed or a subsidy paid by the English 
supplier to supplement the company’s 
trading receipts. The fact that the re- 
bates took the form of credits against 
the appellant’s indebtedness did not 
alter their true character or make 
them the forgiveness of a debt. 


In the Caine Lumber case (Tax Re- 
view, June 1958) the Exchequer 
Court held that a timber limit, against 
which no depreciation or depletion 
could be claimed because it was not 
in use, was nevertheless depreciable 
property and therefore could not be 
sold in a non-arm’s length transaction 
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at more than the cost to the original 
owner (for tax purposes at least). The 
Supreme Court, in dismissing the ap- 
peal, ruled that since the term “de- 
preciable property” is not defined any- 
where in the Income Tax Act, it must 
be construed according to normal 
terminology. In the opinion of the 
Court, the words clearly refer to prop- 
erty such as a timber limit, the value 
of which depreciates as the timber is 
cut. 

In the third case, the Supreme 
Court upheld rulings by both the Tax 
Appeal Board and the Exchequer 
Court that the expenses incurred by 
a shareholder in forcing the liquida- 
tion of his company could not be de- 
ducted as an expense. The appellant, 
William E. Bannerman, was the co- 
owner of a corporation in which he 
assumed no active managerial part. 
In 1951 he discovered that his so-call- 
ed partner who was president of the 
company had been diverting to his 
own use a very large amount of the 
funds of the company. In order to 
get out of a difficult situation, the ap- 
pellant was advised to have the com- 
pany placed in voluntary liquidation 
but could not do so because of his 
partner's casting vote. He then took 
proceedings to have the company 
wound up and incurred legal expenses 
of some $10,000 in order to accomp- 
lish this. The expenses were not al- 
lowed because they were not laid out 
to earn income. They were laid out 
to remove the president and to pro- 
tect whatever investment remained. 





Current Reading 


MAGAZINE ARTICLES 
FINANCE 


“INDUSTRIAL PENSION PLans — 1959” 
by R. E. Sproule and J. J. Wettlaufer. 
The Business Quarterly, Summer 
1959, pages 91-98. 


This article compares the findings 
of a 1958 survey of pension plans in 
force in 42 organizations in the Lon- 
don, Ontario area with those of a 
1954 Department of Labour survey of 
214 pension plans then in force in 
Canadian businesses employing more 
than 500 workers. 


The authors make no attempt to set 
up criteria for the ideal pension plan. 
They believe that the financial struc- 
ture of each company dictates how 
far it can go in providing future se- 
curity for its employees. “Each plan”, 
they write, “must be tailored to indi- 
dividual needs, as liberal as the em- 
ployer can reasonably afford.” 


The presence or absence of a com- 
pulsory retirement provision, the defi- 
nition of continuity of service, the 
basis on which credit is allowed for 
past service, the vesting and termina- 
tion provisions — all of these, state 
the authors, enter into the ultimate 
cost of a pension plan. Also to be 
considered are such questions as the 
classes of employees who are eligible, 
the age and service requirements for 
eligibility and the question as to 
whether or not membership is to be 
compulsory. 


Certain of these difficulties can be 
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circumvented, according to Sproule 
and Wettlaufer, when a pension plan, 
whether money purchase or unit 
benefit, provides employees with the 
opportunity to make additional volun- 
tary contributions to augment an 
otherwise small pension. Investing a 
portion of a fund into equities as a 
hedge against inflation is also recom- 
mended. 


Pension costs, they conclude, should 
be considered in the aggregate and 
not in relation to any individual em- 
ployee. Each individual employer 
should consider pension costs on their 
merits, and in the light of overall em- 
ployment policy, without overly striv- 
ing for economies at the expense of 
otherwise desirable policy. 


LAW 


“Wuat Every CitizEN SHOULD KNow 
Axsout LIBEL AND SLANDER’, by W. A. 
Macdonald. Canadian Business, July 
1959, pp. 54-58. 


In a free country, the ordinary citi- 
zen is free to say pretty well what he 
wants. He has to be careful, how- 
ever, that he does not libel or slander 
another person. Any false disparage- 
ment of a man’s good name, if em- 
bodied permanently in printing or in 
a picture, is libel; a disparagement 
expressed in words, sounds, looks or 
gestures is slander. 


According to Macdonald, the dis- 
tinction between libel and slander re- 
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lates to the manner in which the dis- 
paraging remark or act is done. In 
both cases, defamation of character or 
injury to reputation is involved, he 
writes. But in the case of libel, the 
law assumes that the man has suffered 
general damage; in the case of slan- 
der, no matter how bad the disparage- 
ment may be, a successful action can- 
not be brought unless the person 
whose reputation has been injured 
can show to the court how he has suf- 
fered in a financial way. 


It is thus far easier, the author 
notes, to succeed in a libel action than 
in a slander action. In a libel action, 
you do not have to point to some 
specific thing that has gone wrong for 
you or that you have suffered definite 
damage in some specific way. In 
slander cases, on the other hand, if 
you do not have evidence which 
would convince a court how you have 
been injured, you simply lose the 
case. In libel actions, if your case is 
good otherwise, you have no problem 
of proving actual damage. 


As a general guide, the ordinary 
citizen may assume that it is safe to: 


1. Say anything he knows to be true. 

2. Make statements that are not dis- 
paraging. 

3. Make disparaging statements if 
they are true. 

4, Make statements in special places 
such as courts of law and Parlia- 
ment. 

5. Make laudatory statements about 
his own goods as long as he does 
not misrepresent any fact about 
another person’s goods. 


6. Make a statement bona fide and 
without malice on a privileged oc- 
casion such as between members 
of a family about matters affect- 
ing one of the persons concerned, 


263 


or in answer to a confidential in- 
quiry for employment and credit 
references. 

7. Make statements about matters of 
general public interest such as 
politics, movies or books, as long 
as the comments are fair and bona 
fide and without malice towards 
an individual. 


SYSTEMS 


“PAPERWORK SIMPLIFICATION’, by 
Henry Gunders. The New York 
C.P.A., July 1959, pp. 516-523. 


Six illustrative principles of good 
paperwork procedures are set forth in 
this article as a guide to the specific 
techniques the professional account- 
ant may employ in undertaking a pa- 
perwork simplification survey for his 
client. The pertinent questions for 
testing procedural practices are said 
by the author to be: 


1. Is information recorded initially in 
such a way that it can later be re- 
produced without manual trans- 
cription? For example, a sales or- 
der form should be initially pre- 
pared in such a way that the con- 
stant information (such as custom- 
er’s name, item description, etc.) 
can be mechanically reproduced 
while preparing all other related 
documents. 

Is there simultaneous writing of 
information that must be recorded 
on different types of documents? 
These “write-it-once” techniques 
can be used to advantage when- 
ever a need exists for any two or 
three of the following: (a) a unit 
document (the earnings stub in a 
payroll procedure), (b) a ledger 
(employee’s earnings records ) and 
(c) a register (the payroll regis- 
ter). 


bo 
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3. If certain information is needed 
again and again, can it be prepar- 
ed in a permanent manner which 
makes it unnecessary to rewrite 
the information each time it is re- 
quired? Where material specifica- 
tions do not change, for instance, 
a permanent purchase requisition 
travelling from the requisitioner to 
the purchasing department and 
back will simplify the paperwork 
involved. 

4. Is the cost of doing paperwork 
economically justifiable in the light 
of benefits produced? In most 
paperwork procedures, the larger 
portion of transaction documents 
being processed accounts for only 
a small percentage of the dollars 
involved. Investigation may sug- 
gest that only those transactions 
that are significant in amount be 
processed in detail. 
Are procedures carried out no 
more often than necessary? It 
would be entirely practical for 
many companies to pay employees 
once a month, rather than weekly 
or fortnightly, making an advance 
for interim periods. 


6. Are clerical peakloads avoided, 
without giving up the benefits of 
mass production of paperwork? 
Processing documents en masse 
cuts down processing time; on the 
other hand, it creates clerical 
peakloads. These, in turn, call for 
a clerical staff that is large enough 
to handle peak loads, but is idle at 
other times. 

A paperwork survey must begin 
with the assembling of the facts that 
show how present procedures operate. 
The best approach, writes Gunders, 
is to select a chain of accounting pro- 
cedures, and prepare a flow chart and 
make a clerical time and transaction 
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volume study. Viewing procedures 
as a chain of events, he says, inten- 
tionally disregards the way in which 
the enterprise is organized because 
information flows without regard to 
departmental lines. 


TAXATION 

“Tue Law’s Crear w You Reap It 
Ricut”, Executive Decision, July 1959, 
p. 58. 

Reference to five main factors, it is 
reported, helps to draw a clearer line 
between income and capital gains: 

First, intention, because it is the 
most important factor in the courts’ 
considerations. The Appeal Board 
has determined many cases on this 
factor alone and often has looked at 
other factors to determine the tax- 
payer’s intention. 

Secondly, relationship of the trans- 
action to the taxpayer’s business. 
Using skill or knowledge acquired 
through experience in a related busi- 
ness is important. 

Thirdly, nature of the transaction 
and the assets involved. For example, 
if an asset is bought which could 
not normally be used for further in- 
vestment or personal pleasure, it 
might indicate taxability. 

Fourthly, the declared objects of a 
corporation help to determine wheth- 
er a transaction is part of its business. 

Fifthly, the number and frequency 
of transactions. However, the isolat- 
ed transaction is not necessarily a safe 
ground for appeal. 


BOOK REVIEWS 
“Budgeting, Principles and Practice”, 
Herman C. Heiser; Ronald Press Co., 
New York; 415 pages; $10.00 

The complexities of modern busi- 
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ness and the dynamic nature of our 
economy have made it necessary for 
the management of business enter- 
prises to develop special techniques in 
order to maintain effective control 
over the funds which it administers 
for the shareholders. 


Budgeting, a very valuable tool of 
management, has assumed a major 
role in the development of these tech- 
niques. Until a few years ago bud- 
gets constituted a financial document, 
but in recent years there has been an 
increasing trend toward extending 
budgeting to include the planning, 
coordinating and controlling of the 
entire operation of a business. 


In this book, Mr. Heiser gives a 
very clear interpretation of the prin- 
ciples of budgeting for planning and 
coordination, as well as for control 
purposes. In addition, he has pre- 
sented a complete budget for a hypo- 
thetical company in final form, ana- 
lyzing the various parts separately 
and in relation to the whole budget. 
Throughout the book he has inserted 
the actual procedures used by many 
companies from which the reader can 
obtain a wealth of information. 


As the author stresses managerial 
uses of budgeting rather than its rou- 
tine mechanical aspects, the book may 
be recommended to experienced man- 
agers, budget directors, professional 
accountants and consultants. 

J. A. Pumurrs, C.A. 
Hamilton, Ontario. 


“Managerial Accounting”, Harold 
Bierman, Jr.; Brett-Macmillan Ltd., 
Galt, Ont.; 483 pages; $10.00. 

It is not too long ago that account- 
ing was essentially the process of pro- 
viding management with results of its 
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past operations. In the dynamic 
business world of today, this account- 
ing process is too slow to fulfil the 
needs of management, since the possi- 
bility of loss should be recognized 
and corrective action taken. Thus, 
the need for financial planning has 
become an integral part of business 
administration, and it is in this field 
that the major developments in the 
field of accounting have taken place. 


The first part of this book gives the 
reader a basic understanding of ac- 
counting techniques, preparation of 
financial statements, nature and ac- 
counting treatment of assets, liabili- 
ties and stockholders’ equity and the 
analysis of financial statements. 


The second section stresses the im- 
portance of accounting as a manage- 
ment tool. Several chapters are de- 
voted to cost control, costing meth- 
ods and the use of break-even charts 
as an instrument of measuring per- 
formance. Of particular interest are 
chapters devoted to accounting re- 
ports for management in which the 
writer emphasizes that management 
should not be burdened with irrele- 
vant detail and recommends the prin- 
ciple of reporting by exception; the 
measurement of corporate income 
during periods of changing price 
levels with emphasis on depreciation, 
and the conversion of comparative 
statements to a common dollar basis 
as an aid in financial analysis. 


This book contains little that might 
be considered “new” material. Unlike 
most textbooks, however, it is written 
in non-technical language and is re- 
commended for reading by students 
who do not consider accounting as a 
career but as an aid in the area of 
management. 

C. F, We.tsteap, C.A. 
Montreal, Quebec. 
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“Introductory Accounting”, Thomas 
Practice Set, 3rd ed., Nelson and Fos- 
ter Partnership; published by The 
University of British Columbia, 1959; 
$3.00 per set. 

Someone once commented that the 
best way to learn bookkeeping is to 
keep books. If this is true, the prac- 
tice set for the Nelson and Foster 
Partnership provides an excellent op- 
portunity for students of accounting 
to learn this skill without a great deal 
of repetition and boredom. 


This kit includes a complete set of 
books of original entry, and every 
conceivable original document that a 
home appliance retail store would re- 
ceive and issue during a_ typical 
month. The material is authentic in 
every detail from a pad of blank 
cheques to multi-size and multi-colour 
purchase invoices. Transactions have 
been carefully selected from simple 
entries which record the issue of 
cheques, to more complicated trans- 
actions resulting from installment pur- 
chases. However, instructions are 
lucid, and the student with even a 
modest amount of theoretical training 
should be able to complete the 
month’s transactions (136 in_ total) 
with little difficulty. There is also 
very little ambiguity in the adjusting 
entries at the month end so that stu- 
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dents should be able to prepare the 
required financial statements without 
confusion or further explanation. 


This practice set seems superior to 
many. It is short (an estimated 10-15 
hours to complete), but selective in 
the entries to be recorded, and it 
thus eliminates much bookkeeping 
monotony. Many students will ap- 
preciate another feature of this prac- 
tice set: accounts payable are record- 
ed in a voucher register, a routine 
which is quite common but some- 
times difficult to comprehend from 
textbook explanations. As a teaching 
device, the set should be highly ef- 
fective since the company is a small 
retail appliance partnership, and the 
student can easily associate actual 
events with the transactions he is re- 
cording. 

Its limitation is that it teaches no 
accounting theories or concepts, but 
merely provides a thorough drill in 
bookkeeping routine. I would high- 
ly recommend its use as a supplemen- 
tary teaching aid in a college course 
in introductory accounting, or for oth- 
ers studying bookkeeping or account- 
ing who do not come into daily con- 
tact with accounting records. 

SAMUEL A. Martin, M.B.A., C.A. 
University of Western Ontario, 
“London, Ontario. 
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CONFIRMATION OF OUTSTANDING 
Accounts RECEIVABLE 


D. H. Hall, C.A. 


Direct communication with the 
customers of a client with a view 
to establishing the accuracy of the 
accounts receivable balance shown in 
his financial statements has long been 
a generally accepted auditing pro- 
cedure. One or both of two types of 
confirmation may be used; the posi- 
tive type which requests the customer 
to reply directly to the auditor con- 
firming the correctness or otherwise 
of the statement submitted, or the 
negative type which requests a reply 
from the customer only if he cannot 
agree with the details of the state- 
ment. Generally speaking, positive 
confirmations should be used where 
amounts are material or where the 
auditor believes that there is a greater 
possibility of inaccuracies or irregu- 
larities in the accounts. On most 
audits both types of request would be 
used. 


The auditor's duty and _ responsi- 
bility, however, do not end when 
the confirmations have been dis- 
patched to the customers of his 
client. In fact, this is merely the 
starting point. Of equal and perhaps 
greater importance is the way in 
which the auditor follows up the con- 
firmation requests he has issued. It is 
suggested that failure to follow up 
such requests in a systematic and 
thorough manner constitute not only 
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a disservice to the client but in many 
cases would be considered negligence 
on the part of the auditor. 

What constitutes adequate “follow- 
up” of these confirmations? Let us 
consider, first, negative confirmations. 
In theory, a customer will reply to a 
negative confirmation request only if 
he disputes any amount or amounts 
included therein. In some cases the 
confirmation form will be returned 
simply because the customer has paid 
the amounts involved although subse- 
quent to the confirmation date. In 
any case, proper follow-up should in- 
volve the auditor’s inquiring into the 
account and satisfying himself that 
the client’s books properly reflect the 
facts. 

Positive confirmation follow-up can- 
not be dealt with so briefly. Here 
again, however, all disputes, queries 
and problems raised by customers on 
their confirmation replies must be 
dealt with by the auditor. However, 
there is more to be considered. He 
has dispatched positive confirmation 
requests because he wishes to have 
acknowledgment in writing that the 
amounts were in fact owing to the 
client at the confirmation date. Ac- 
cordingly, he is responsible for see- 
ing that he obtains a reasonable per- 
centage of replies to his requests, 
both in terms of number of individual 
statements returned and in terms of 
total dollar-value of accounts con- 
firmed. This objective will require 
in many cases the issue of second 
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and perhaps third requests for con- 
firmation of material amounts. 

It is becoming more common in 
practice today to receive a reply from 
a customer which reads somewhat as 
follows: 

“We have received your request 
for verification of amounts owing 
by us to the above suppliers. 

“Due to the nature of our ac- 
counting system we regret that we 
cannot verify amounts owing to 
suppliers at any given time.” 

What constitutes proper follow-up in 
such a case? Accountants tend to shy 
away from requesting confirmation 
from customers when they know full 
well that the above reply or one 
similar to it will be forthcoming. 

There is one method which has 
sometimes been quite successful in 
obtaining written verification of such 
debts. It is true that the customer 
cannot verify the account receivable 
at the confirmation date, but sup- 
pose a substantial payment or pay- 
ments have been made by him subse- 
quent to the confirmation date. Then, 
in many cases, an auditor will find 
that the customer will respond to a 
confirmation request worded some- 
what as follows (assuming a Decem- 
ber 31, 1958 confirmation date): 

Please confirm direct to our aud- 
itors, Messrs. John Doe & Co., Char- 
tered Accountants, that the payment 
of $32,108 made by you to our com- 
pany, which was received by us on 
January 17, 1959, covered the follow- 
ing invoices and credit notes: 


Date Invoice No. Amount 
Nov. 10/58 4798 $18,375 
Nov. 12/58 4878 5,682 
Dec. 15/58 6012 9,327 
Dec. 17/58 C. N. 1272 (1,276) 


$32,108 
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Often such a device, while it may 
not verify the exact balance owing at 
the confirmation date, will substan- 
tially do so, and will provide the 
auditor with the written evidence of 
the debt that he requires. On other 
occasions, a confirmation worded in 
this matter will bring forth a reply 
from a customer who would not 
otherwise respond even though he 
cannot blame his failure to reply on 
the “nature of his accounting system”. 


A final part of the follow-up, and a 
most important one, is to provide a 
responsible official in the client con- 
cern with a list of all customers who 
have not responded to the auditor’s 
requests so that the client is put on 
notice and may take whatever action 
he considers necessary. The presenta- 
tion of such a list, however, does not 
relieve the auditor from the responsi- 
bility of actively following up con- 
firmation requests himself until he is 
satisfied that he has had an adequate 
response to his circularization of his 
client’s customers. 


PUZZLE 
Alice invited nine guests, two of 
whom were twins, to her Christmas 
party. There were places set for the 
ten of them round a circular table. 


“My place was numbered 0,” said 
Alice. “The other nine places bore the 
numbers 1 to 9, but not in that order. 
My guests were so seated that each 
girl's age was represented by the sum 
of numbers to her immediate right 
and left. This was also true of mine. 


“My age, and that of the girl sitting 
opposite to me, totalled 25. The ages 
of the girl to my immediate left and 
the girl sitting opposite her totalled 
13. Of the girl two places to my left, 
and the girl opposite her, 19. And of 








[oe ae ee a ae 








STUDENTS DEPARTMENT 


the girl three places to my left, and 
the girl opposite her, 23. 


“The girl who sat three places to 
my left was four years older than I. 
Pamela, one of the twins, sat on my 
immediate right, and the other twin, 
Patsy, sat opposite her. In order of 
age, my other guests were Betty (eld- 
est), Evelyn, Joan, Rosemary, Mabel, 
Isobel, and Ruth.” 


Starting with Alice, and working in 
a clockwise direction, how were the 
ten girls seated round the table? 


(Submitted by Mr. L. J. Upton, Port 
Credit, Ontario. ) 

Editor’s advice: The solution to this puzzle 

is rather a lengthy one, but readers should 

at least see if they can get started correctly 

before looking at the solution at the end 

of this month’s Students Department. 


THE QUESTION CORNER 

Sir: I am writing to inquire as to 
your opinion on the correct conduct 
of a chartered accountant in public 
practice when confronted with “in- 
ventory-cutting” for financial state- 
ment and income tax purposes. 

Let us presume that the client is 
a medium-size retail store and that 
a C.A. annually prepares the financial 
statements and his report thereon, 
primarily for income tax purposes. 

In prior years, C.A. has reported 
that “I have not made a detailed 
audit, but on the basis of my limited 
examination and according to the in- 
formation and explanations given to 
me, it is my opinion that the attached 
financial statements correctly set forth 
the result of operations . . . etc.” To 
the best of C.A.’s knowledge, the in- 
ventory has always been correctly 
stated as “at the lower of cost or 
market value”. 
C.A. determines, during the cur- 
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rent engagement, that this year’s in- 
ventory has been grossly understated 
in order to decrease profits shown and 
thereby income taxes payable. Cer- 
tain inventory sheets have been de- 
leted from the summaries to substan- 
tiate the lower figure. The gross 
profit percentage has actually in- 
creased considerably so the percent- 
age shown does not decrease from 
that shown on last year’s statement. 
This action has been taken by the 
owner-manager of the business who 
wishes the lowered total to be shown 
as the inventory “at the lower of cost 
or market value” on the balance sheet. 

Lengthy discussions have been held 
by C.A. and his client, during which 
C.A. has pointed out the possible in- 
surance and income tax penalties in- 
volved if a fire should occur or if the 
tax department were to discover the 
action. The client does not wish to 
change the valuation to the correct 
amount. 

In your opinion, should C.A.— 
1. refuse to continue further with the 

engagement; 
2. qualify his report, and if so, with 

what words; or 
3. take some other action to defend 
his position and reputation in the 
future? 

A Student Reader 


Editor’s reply: 

In my view the auditor should pro- 
ceed as follows: 

1. Make his position clear: either the 
financial statements are a fair 
presentation of the results of op- 
erations and conditions of the 
business, or the report must be 
qualified to the extent of stating 
the auditor’s opinion about the fair 
valuation of inventory. 

2. Resign forthwith if the client re- 
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fuses to permit the presentation of 
the auditor's qualified report along 
with the financial statements. 


8. In attempting to dissuade the 
client from his proposed under- 
statement of inventory in the 
financial statements, the auditor 
should draw attention also to the 
fact that an understatement of cur- 
rent closing inventory will have 
the opposite effect on reported 
profits of the following period. 


A possible wording for the auditor’s 
report might be as follows: 


We have examined the balance sheet of 
X Co. Ltd. as at December 31, 1958 and 
the statement of income and earned surplus 
for the year ended on that date. Our 
examination included a general review of 
the accounting procedures and such tests 
of accounting records and other supporting 
evidence as we considered necessary in the 
circumstances. 

Included in current assets and in the cal- 
culation of income for the year are in- 
ventories which in our opinion are reported 
at approximately $...... . less than a fair 
valuation as at December 31, 1958 which 
would be consistent with that used in 
prior years. 


In our opinion, subject to the exception 
noted in the preceding paragraph, the ac- 
companying balance sheet and statement of 
income and earned surplus present fairly 
the financial position of the company as at 
December 31, 1958 and the results of op- 
erations for the year ended on that date. 


[Readers are invited to comment upon and 
criticize the editor’s reply.]} 


A practising accountant to whom 
we showed the above correspondence 
has commented as follows: 


“(1) If the client is an incorporated 
company, and from the informa- 
tion given I would have to as- 
sume that it is not, then I think 
that the qualification in the re- 


«(2) 


“(3) 
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port should state not only the 
amount of the inventory under- 
statement but also the amount 
of the profit understatement 
which would take into account 
the additional income taxes pay- 
able were the inventory to be 
included in the accounts at the 
correct figure, i.e. three things 
would presumably be under- 
stated: the inventory, the in- 
come tax liability and the profit. 


Assuming that the client agrees 
to accept the qualified report, 
then it seems to me that there is 
still the problem of describing 
the inventory on the balance 
sheet. Certainly ‘at the lower of 
cost or market’ does not seem 
adequate under the circum- 
stances, since the inventory is 
really included at lower than the 
lower of cost or market. My 
only thought on this matter 
would be to simply state the 
facts and describe the item as 
‘Inventory as determined by 
management’: the auditor’s re- 
port would set out the auditor's 
opinion of such valuation. 
As an alternative wording for the 
qualification in the report, and 
assuming we can ignore the 
problem raised in (1) above, 
the following is suggested: 
“Inventories at December 31, 1958 
have been included in these state- 
ments at quantities and values deter- 
mined by management. In our opin- 
ion, inclusion of the inventories on 
this basis has been inconsistent with 
the method adopted in previous years, 
when inventories were valued at the 
lower of cost or market. This has 
resulted in an understatement of in- 
ventories at December 31, 1958 and 
of income for the year ended Decem- 
ber 31, 1958, of $xxxxx.” 
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STUDENTS DEPARTMENT 


AUDIT CASES 


In response to the editor’s request 
for “case material” for use in this 
department, one practising account- 
ant has replied as follows: 


“An interesting episode arose when 
we were asked to make a special in- 
vestigation of a local company when 
a client of ours was considering the 
purchase of a substantial block of 
shares. We got in touch with the 
company’s auditor and were assured 
of his cooperation. Our examination 
was made in conjunction with a firm 
of business advisers and the verifica- 
tion we were asked to carry out did 
not include a complete examination 
of all the company’s accounts. It did, 
however, cover the inventory. In 
computing the total value of the in- 
ventory, we were disconcerted, to say 
the least, when we found that the 
books indicated an understatement of 
inventory of about $100,000 represent- 
ing 25% of the full value of the in- 
ventory. Income taxes had been com- 
puted and paid on the taxable income 
arrived at by using the lesser figure 
for inventory, and we were immed- 
iately concerned on that point. As 
soon as we had knowledge of this, we 
got in touch with the auditor and ex- 
plained what we had found. The 
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auditor explained to us that he had 
never extended his examination to the 
inventory and indeed the description 
of the inventory included the phrase 
which is now becoming somewhat 
old-fashioned, “as determined and 
certified to by the management”. The 
working papers which he had made 
available to us included nothing on 
inventories. In the report which we 
prepared for our client we naturally 
had to refer to what we had found, 
and recommended strongly that com- 
prehensive provisions be included in 
the share purchase agreement so that 
there would be no doubt as to the 
basis of valuing the company’s assets 
and determining its liabilities for 
share valuation purposes. 

“The foregoing, I think, gives an 
example of how a ticklish situation 
which involved another accountant in 
the field of public accountancy was 
dealt with, and the manner in which 
a report was drawn up to fulfil the 
requirements of our client.” 


[Audit cases such as the one above 
are contributed by practising char- 
tered accountants with a view to pro- 
viding material of interest and assist- 
ance to students. The facts of these 
cases are edited to disguise the identi- 
ty of all parties.] 


Audit Incidents 


A staff of four people were preparing receivable statements of a client 


for confirmation. 


A number of the completed envelopes were given to a 


uew junior and he was told by the senior on the job to put them through 


the client’s postage meter machine. 


The senior asked him if he knew how 


to operate the postage meter and the junior assured him that he did. 
Shortly afterwards, the junior was brought back by a very irate office 

manager who informed the senior that their postage meter, which had re- 

cently been reset, was now empty because the junior had been putting 40c 


instead of 4c on each envelope. 


(Readers are invited to submit their own “audit incidents”, amusing or tragic.) 


—R.D. T. 
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NOTES AND COMMENTS 
On Reading Habits 


We have developed a devastating 
inferiority complex from associating 
constantly with people who, in a 
single evening, can, and do, read a 
whole book. Doubtless many readers 
of these columns would also excite 
our envy. In our persistent, stubborn 
way, however, we cannot understand 
how these fellows can possibly digest 
in a single evening what may well be 
the distillation of an author's experi- 
ence of many years. 


Cornered by a barrage of well- 
placed questions, we can usually be 
coerced into a grudging admission 
that reading speed must have some- 
thing to do with one’s intelligence; 
a proposition which does not help our 
morale. The only comfort we can 
find is in the company of a few re- 
spected friends who are having the 
same trouble we are, and with whom 
we may commiserate. While we have 
not met him, the editor of The 
Accountants’ Journal (New Zealand ) 
would, we think, be welcome com- 
pany for us. In the September, 1958 
issue of that magazine he wrote: 


“One may accept, reluctantly, the 
view that quicker reading is essential 
to the progress of our civilization. 
One may accept, with suspicion, the 
views of educators that the develop- 
ment of these techniques will not de- 
stroy in the minds of those who use 
them the enjoyment for its own sake 
of the flowing prose of Conrad or 
the poetic imagery of Shakespeare. 

“One can but hope that those valu- 
ing so highly speed in reading are jus- 
tified in these claims — in the days of 
comic books, digests and television, 
the temptations of mental inertia are 
already great. 


“We would do well to ponder that 
those who have contributed most to 
our civilization have been thinkers, 
calculators and reasoners, rather than 
readers — a little less reading and 
more ‘think out’ would be of the ut- 
most benefit to most of us. Let us 
then accept “quick reading’ for what it 
is — a device to facilitate the more 
adequate understanding of the flood 
of print to which our daily work ex- 
poses us. But in doing so, do not let 
us encourage the sacrifice of quality 
for quantity, for in that direction lies 
only a steady deterioration in the 
taste and capacity for tranquil thought 
upon which the maintenance of our 
civilization may well depend.” 

(Quoted in The Accountants’ 
December 1958) 


2 2 2 


Digest, 


The great value for the student of 
an ability to read quickly is that it 
helps him to discriminate at an early 
stage between what is worth spend- 
ing any time on at all, and what is 
worth spending a good deal of time 
on. And there are one or two little 
tricks we think worth recalling for 
student readers, which should help 
them to “scan” for this purpose. In 
approaching a chapter in a textbook, 
it is helpful to take a careful look at 
the chapter title and ask oneself — be- 
fore even beginning to read the chap- 
ter — what might be expected to be 
said in it; to formulate some ques- 
tions about its possible contents, and 
then see if the chapter can answer 
them. (This advice is easier to give 
than to take, and requires some self- 
discipline and practice if one is to see 
whether it works.) If we are going 
to skim through reading material, it 
is important that we should be in a 
questioning frame of mind while do- 
ing so. By the time we have scanned 
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STUDENTS DEPARTMENT 


the paragraphs and read the conclu- 
sions of a chapter in this way, ques- 
tions more succinct than our first ones 
will doubtless have occurred to us; 
and, as a starting point for serious 
study of the chapter, we will have a 
better idea of what it is about than 
if we had begun by plodding stolidly 
through successive paragraphs. 


It is in this sense that we find the 
benefits of quick reading. To adapt 
a favourite phrase, we find little point 
in dashing madly through one book to 
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grasp nothing of consequence in an- 
other. 
2 2 2 a 


All of which suggests that it is time 
we stopped writing. And the point 
is well taken, for with these words 
we conclude an editorship in this de- 
partment of some 12 years. With 
failing hands, we throw the torch to 
our successor (and good friend), R. 
D. Thomas, C.A., of Toronto, who is, 
we understand, in excellent condition 
for the next lap of the race. 


SOLUTION TO PUZZLE 


d 





oO 
ALICE 


Because of the relationship which their ages bear to the card numbers, the sum of 
all the girls’ ages is 2(0 + 14+24+3+4+4+4+5+4+64+7+8+4 9) = 90. 

The total ages of the girls except for the twins is 25 + 18 + 19 + 23 = 80. 

The combined ages of the twins is 10; each is 5 years old. Pamela’s age is 5. 


Therefore total of card numbers on either side of her = 5. 
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Alice’s card number = 0. 

Therefore the card number of the girl to Pamela’s right is 5. 

Starting with Alice, let the card numbers running counter-clockwise be: 0, a, 5, b, 
c, d, e, f, g, and h. 

Let the ages of Alice and the three girls to her left be, respectively: x, y, z, and 
x+ 4, 


Then, 
a+h=x (1) 0+g=y (2) h+f=z (3) 
gte=x+4 (4) f+tdz=5 (5) e+c= 2-—x (6) 
d+b=138-y (7) ce+5= 19—z (8) b +a = 23— (x + 4) 
= 19-—x (9) 
Solving for the unknowns we have, 
a= 7 x= ll 
b= 1 y ='9 
c=s y= 6 
d=8 
= s 
f = 2 
oi 
h= 4 


Since Alice’s age is 11, the girl opposite is 14. 

Since the girl to the left of Alice is 9, the girl opposite her is 4. 

The girl two places to the left of Alice is 6, and the girl opposite is 13. 
The girl three places to the left of Alice is 15 and the girl opposite is 8. 

The twins are each 5. 


Summarizing, 


Age Name Place 
15 Betty f£ 
14 Evelyn d 
13 Joan b 
ll Alice 0 
9 Rosemary h 
8 Mabel 5 
6 Isobel g 
5 Pamela a 
5 Patsy e 
4 Ruth c 


In clockwise order, the girls are seated: Alice, Rosemary, Isobel, Betty, Patsy, Evelyn, 
Ruth, Joan, Mabel, and Pamela. 
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Alberta 

The firms of Price Waterhouse & Co., 
and Geddes, Knebel and Beaton have com- 
bined their practices as from July 1, 1959. 
The combined practices will be carried on 
by the two firms of Price Waterhouse & 
Co., and Geddes, Knebel and Beaton at 
202, Imperial Bank Building, Edmonton. 


Manitoba 


B. B. Rombough, C.A. has been appointed 
treasurer of United Oils, Ltd., Calgary. 


Ontario 

W. R. Scott, C.A. has been appointed 
treasurer of Doran Construction Co. Ltd. 

T. G. Gedge, C.A. has been appointed 
secretary-treasurer of Cockshutt Farm 
Equipment Ltd., Brantford. 

Jack Plumpton, C.A. has been appointed 
vice-president-finance of Canadian Trail- 
mobile Ltd. 

G. J. Shear, C.A. and T. S. Newman, 
C.A. announce the formation of a partner- 
ship for the practice of their profession un- 
der the firm name of Newman, Shear & 
Co. with offices located at 366 Adelaide St. 
W., Toronto 2 B. 





own Provincial Institute. 











provincial Institute be notified directly. 





G. C. Gray, C.A. has been appointed vice- 
president-property management of A. E. 
Lepage Ltd., Toronto. Mr. Gray recently 
qualified for membership in the Institute 
of Real Estate Management as a Certified 
Property Manager (C.P.M.). 


K. A. Stephen, C.A. has been appointed 
comptroller of A. E. LePage Ltd., Toronto, 
replacing Mr. Gray. 


Quebec 


J. M. Martin, C.A. has been appointed 
comptroller of The Rio Tinto Mining Co. of 
Canada Ltd. 


D. M. Sillers, C.A. has been appointed 
comptroller of Molson’s Brewery Ltd., 
Montreal. 


B. C. Briand, C.A. announces the opening 
of an office for the practice of his profession 
in Chandler. 


E. C. Leetham & Co., Chartered Account- 
ants, announce the admission to partnership 
of W. J. Wilkinson, C.A. The practice of 
the profession will be continued under the 
firm name of E. C. Leetham & Co. with 
offices at Montreal and Toronto. 


CHANGE OF ADDRESS 


Members and students who change their address and advise The Canadian 
Institute of Chartered Accountants of such change should also notify their 





Periodic reconciliations of mailing lists are carried out but to ensure prompt 
receipt of all provincial Institute mail, it is essential that the secretary of the 








ALBERTA INSTITUTE 


The 49th annual meeting of the Institute 
of Chartered Accountants of Alberta was 
held in Calgary on June 18-19, 1959. 


Speakers at the technical sessions held 
at the Southern Alberta Jubilee Auditorium 
were Dr. David Lander, practising psy- 
chiatrist of Black Diamond, Alberta, whose 
topic was “Mind Over Matter”, and H. W. 
Blauvelt, senior vice-president, Hudson's 
Bay Oil & Gas Co. Ltd., who spoke on 
“What I Expect From My Chief Account- 
ant”. Panel discussions conducted by mem- 
bers of the Institute were held on “Audit- 
ing Procedures Relative to Receivables and 
Inventories” under J. S. McGibbon, chair- 
man, with panel members T. G. Sheeres, 
R. G. Harris, J. L. Baxter and I. M. Acorn, 
and “Income Tax Problems” under F. R. 
Darling, chairman, with W. F. Anderson, 
R. H. Gould, R. H. Purdy and R. G. 
Nicholl. 


Following the technical sessions, the Cal- 
gary Chartered Accountants Club was host 
to 400 members and ladies at a barbeque 
held Thursday evening at the Lone Pine 
Supper Club. 


Officers and Council members elected at 
the annual meeting were: president, R. E. 
Waller; first vice-president, H. G. Thomson; 
second vice-president, D. A. McGregor; 
treasurer, D. B. Barr; secretary, W. F. An- 
derson; Council members: E. <A. Chris- 
tenson, E. A. Geddes, D. Goodals, J. G. 
Hutchison, D. J. Morrison, B. F. L. Symes 
and J. A. Williams. 


At the annual luncheon, the election of 
three new Fellows of the Institute was an- 
nounced. They are W. H. Nield and C. A. 
Richards of Calgary; and J. B. McClary of 
Edmonton. Guest speaker at the luncheon 
was David Wood, manager of public rela- 
tions, Mannix Ltd. Mr. Wood gave an en- 
joyable and thought-provoking talk on the 
subject “Are Accountants Human?”. 
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The meeting closed with a banquet and 
dance on Friday evening at the Palliser 
Hotel with 275 in attendance. 


P.E.I. INSTITUTE 


At the 39th annual meeting of the In- 
stitute of Chartered Accountants of Prince 
Edward Island, held in the Queens Hotel, 
Charlottetown, the following were elected 
for the 1959-60 year: president, H. G. Wil- 
liams; vice-president, A. N. MacNeill; sec- 
retary-treasurer, J. L. Gorrill; student regis- 
trar, C. C. Hickey; Council members, T. E. 
Hickey, J. R. Leard, R. W. Manning, W. 
E. Massey, R. D. Manning and J. A. Gar- 
rett. 


ONTARIO INSTITUTE 


Supper Dance and Cabaret: Thursday, 
November 19th is the date reserved for 
the Annual Dance of the Institute in the 
new Canadian Room of the Royal York 
Hotel, Toronto. Make plans now to attend 
this enjoyable party. 


Administrative Development Program: 
The Institute of Business Administration of 
the University of Toronto has announced 
plans for evening courses in Business. The 
classes are being held in Toronto one eve- 
ning a week from 7:30 to 9:30 p.m. Com- 
mencing in October and ending in April, 
courses are available in Marketing, Financial 
Management, Administration, Production and 
other related subjects. Application should be 
made to the Secretary, Institute of Business 
Administration, 273 Bloor St. West, Toronto. 


ONTARIO STUDENTS 


Extending Activities: In July the first step 
was taken to implement a scheme to extend 
the scope of student activities to areas out- 
side the main population centres. Letters 
outlining the proposals were sent to all 

Continued on page 278 
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These continuous Register forms are being 
used by wholesalers, retailers and small 
manufacturers to increase efficiency, im- 
prove control of operations and reduce 
costs. The pre-planned form is specially 
designed to expedite key operations — buy- 
ing, selling, shipping, billing, collecting or 
other procedures. ‘Pre-planned’ means that 
the operating advantages for your business 
are built-in, affording economy in price 
not otherwise possible. 


The Register form is the fastest way to 


for your business 


--. with Moore efficiency built in 





prepare handwritten records, when copies 
are needed. A single writing will produce 
a whole system, with machine speed. In- 
formation can be as complete as you wish, 
legible on every part and accurate. 


If you are looking for new efficiency and 
economy, there are over one hundred Moore 
pre-planned Register forms available in 
small quantities, in various sizes, stock ‘off 
the shelf’ or personalized to your business. 
For information on how pre-planned forms 
can help you, write the nearest Moore office. 


Moore Bustness Forms Ltp.* 856 St. James St. W., MontrEAL * 7 Goddard Ave., Toronto 15 + 711 Erin 
St., WINNIPEG ¢ 296—12th Ave. East, VANCouvER « Over 300 offices and factories throughout Canada, U.S., 


Mexico, Cuba, Caribbean and Central America. 


Build control with 
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students in Ontario not residing in the To- 
ronto area. The next step will be taken 
after study of the reports from area repre- 
sentatives covering matters discussed at 
meetings held at various centres. 


Softball: The final of the softball league 
was won by Glendinning, Jarrett, Campbell 
& Dever, who defeated Price Waterhouse to 
regain the title which they lost in 1958. 
The softball rules have been revised and 
copies of the new rules will be sent to all 
team captains at the start of the 1959-60 
season, 


Primary Solutions: Suggested solutions to 
the 1958 primary examinations have been 
prepared and may be obtained from the 
Institute offices at 69 Bloor St. E., (25 
cents—cash with order). The association is 
grateful for the printing assistance given by 
Price Waterhouse & Co. and Carkson, Gor- 
don & Co. of Toronto. 


Fall Dance: Arrangements for the annual 
dance to be held in the Canadian Room at 
the Royal York Hotel on Saturday, October 
31, 1959 are now close to completion. This 
Hallowe’en function promises to be a great 
success. Students from outside Toronto are 
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ARTICLE PRAISED 
Sir: I was most impressed by James W. 
Vair’s article “Source and Application of 
Retained Earnings” in The Canadian Chart- 
ered Accountant, July 1959. 

I should be most interested to know what 
sort of “audience reaction” Mr. Vair’s article 
received. I may be just one of the “iso- 
lated Westerners” but Mr. Vair impresses me 
as having done some truly original think- 
ing to supply an answer to the ubiquitous 
comment of clients: “You tell me according 
to these statements I’ve made money this 
year — well, where is all this money?” 


I do hope that Mr. Vair’s article will be 
taken up by the C.I.C.A. Accounting and 
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SPONDENC 


particularly invited to make a special effort 
to be present. 


QUEBEC INSTITUTE 


Council Meeting: Quebec City was the set- 
ting for the August meeting of the Council 
of the Quebec Institute which convened 
there on Monday, August 10th. Council 
members in attendance were Messrs. J. Emile 
Maheu, M. Laird Watt, William V. Victor, 
John P. Kinghorn, Howard I. Ross (Immedi- 
ate Past President), George F. Abbott, Frank 
S. Capon, Roger Charbonneau, Charles 
McLaughlin, Jacques R. Nadeau, George 
M. Simpson, Dr. Henry Wojcik, C. D. Mel- 
lor, Executive Secretary. They were accom- 
panied by the following past presidents: 
Alex Ballantyne, George P. Keeping, C. N. 
Knowles, William S$. Munro, J. C. Thomp- 
son, Lucien D. Viau. 

While in Quebec the party were guests 
of the Quebec City Committee, Percy Auger, 
Chairman, at luncheon at the Royal Quebec 
Golf Club following which the Quebec Com- 
mittee engaged the Council in a battle of 
the fairways. Howard I. Ross won the Que- 
bec cup in the 18 hole golf match, while 
the Maurice Sampson Cup for 9 hole com- 
petition was won by J. C. Thompson. 
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Auditing Research Committee; I in turn 
hope to interest our local committee in 
scheduling a session on the topic. 

E. L. Arr.eck, C.A. 


Vancouver, B.C. 


Readers of The Canadian Chartered Ac- 
countant are invited to express their opin- 
ions on articles appearing within our pages. 
Letters will also be welcome on other topics 
of interest to the profession but all corres- 
pondence must bear the writer’s signature 
and address (which will be withheld, if so 
requested ). 

The Editor. 
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ACCOUNTING TERMINOLOGY 
A 77-page dictionary defining words and 


BWP MUOS agectescsscesssobees (members $2.00) $2.50 
MUNICIPAL FINANCE IN 
CANADA 


Municipal finance officers and auditors will 
7 helpful data in this 40-page seas 
1.25 
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INTEGRATED and ELECTRONIC 

DATA PROCESSING IN CANADA 
Valuable reading for those interested in 
automatic data processing. Chapters on 
auditing electronically produced records, 
evaluating E.D.P. possibilities and case his- 
UI iriasacca tsa gs hz ssdesescadesesh concctsasssaneats $1.75 


CANADA'S INVESTMENT 
BUSINESS 


One of the best book- 
lets on the mysteries 
of the investment busi- 
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GRAIN ACCOUNTING IN 
CANADA 
A useful reference for those interested in 
GPE BOCORRTAG  cssicssccsissescsccssssscesecses $1.25 





BROCHURES 


SHOULD SMALL BUSINESS 
INCORPORATE? 


An outline of the advantages and disadvan- 
tages of incorporation, showing effect of 
DEP UAW RCINMNNS sinks sccccaccceissdasscasvacnsvsnens 25¢ 


SMALL RETAIL STORE 
ACCOUNTING 


A valuable brochure 
for the small retailer 
intent on seeing his 
business prosper, $1.25 





ACCOUNTING FOR THE FOREST 
PRODUCT INDUSTRIES 


Concise descriptions of forest product indus- 
tries’ operations and special accounting 
AMEE OD ancassacccssecstocsesiscasasineecascininassiae $1.75 


AUDITING PROCEDURES 


This introduction for the student-in-accounts 
has become a standard handbook .... $1.25 


CHARTERED ACCOUNTANTS 
EXAMINATIONS IN CANADA 


ACCOUNTING and AUDITING RESEARCH BULLETINS 


Bulletins, No. 2 and Nos. 4 to 16 
English or French: ......cccccccossscsseseess (ea.) 25¢ 


EXAMINATION QUESTIONS and SOLUTIONS 


Questions, 1954, 1955, 1956, 1957, 
POPE i fasseacgvaccnsatstiancdeteccatcisaeeecioees (ea.) 50¢ 


A guide for exam. candidates ............ 50c 
Binder for bulletins .............csccccecceeee $1.00 
Binder and set of bulletins ................ $3.00 
SOMONE, GE? kciceckksicicsnnccica (ea.) 50¢ 

PI cucslzelecksssstuisicssscedseaaeeice $1.00 


Order these publications (postage prepaid) from 


The Canadian Institute of Chartered Accountants 


69 Bloor Street East 


Toronto 5, Ontario 
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CLASSIFIED ADVERTISEMENTS 


All replies to box numbers should be sent to The Canadian Chartered 
Accountant, 69 Bloor Street East, Toronto 5, Ontario. 


Rates: 


Positions wanted, $7.00 per column inch; Positions offered, 


$10.00 per column inch; Open rate, $17.00 per column inch. 
Closing date is 13th of preceding month. 


PURCHASE OF PRACTICE or succession 
wanted in Toronto or vicinity, up to $25,000 
annual income. Box 918. 


THE INSTITUTE of Chartered Accountants 
of Alberta requires a full-time Executive 
Secretary for the Institute office in Edmon- 
ton, Alberta. In addition to routine ad- 
ministration the Executive Secretary will be 
responsible for the administration (not 
instruction) of the course of instruction in 
various centres throughout the province. A 
chartered accountant would be preferred 
for this position; one with University edu- 
cation, if possible, in view of the close as- 
sociation of the Alberta Institute with the 
University of Alberta. Interest and experi- 
ence in the educational field, and facility in 
preparing written reports and in making 
public appearances are also considered de- 
sirable qualifications. Salary will be in ac- 
cordance with qualifications and experience. 
Apply to the Institute, 10010 — 102nd St., 
Edmonton, Alberta. 


SMALL PRACTICE wanted in Toronto 
or vicinity. Give full details. Box 925. 





CHARTERED ACCOUNTANTS’ FOR 
EUROPEAN APPOINTMENTS: our as- 
sociated European firm has vacancies for 
two young Canadian chartered accountants, 
preferably with a few years professional 
experience, for its auditing and accounting 
practice. 

One of the partners resident in Europe 
will be in Toronto from September 25 to 
27 with a view to discussing details of the 
appointments with prospective candidates. 

To obtain an appointment please reply by 
leter, providing full details of qualifications 
and all necessary personal information, to: 
Price Waterhouse & Co., 55 Yonge Street, 
Toronto 1, Ont. 
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THE UNITED NATIONS RELIEF and 
Works Agency for Palestine Refugees is 
seeking qualified men for responsible posi- 
tions as internal auditors. Personnel to fill 
these posts are normally recruited at an 
initial base salary of U.S. $5,000 plus $200 
allowance per annum per dependent, plus a 
monthly mission allowance in local currency 
totalling approximately U.S. $2,136 per 
annum for a married man and $1,416 per 
annum for a single man. In the first six 
months an allowance of U.S. $8.00 per day 
for a married man and U.S. $5.00 per day 
for a single man is paid in substitution for 
the monthly mission allowances. An ade- 
quate allowance is also paid during travel 
on duty. These salaries and allowances are 
paid free of income tax. Auditors normally 
spend more than half their time in the 
field missions, in broken periods of usually 
not more than two weeks. The Agency’s 
headquarters is in Beirut and its field mis- 
sions are established in the Lebanon, Syria, 
Jordan, Gaza and Egypt. Please submit 
adequate details of qualifications and ex- 
perience and age and number of depend- 
ents in the initial application, together with 
a photograph, to Chief, Personnel Division, 
UNRWA, Maison UNESCO, Beirut, Leb- 
anon. 


CHARTERED ACCOUNTANT, age 37, 
would like to establish his own practice 
or buy into established practice in Ontario 
by partnership or succession agreement. 
Box 924. 


PRACTICE WANTED: Purchase or part- 
nership with sole practitioner who is con- 
sidering retirement. Box 931. 


SENIOR AUDIT STUDENT, or equivalent 
with audit experience, for position west of 
Toronto, apply in writing stating age, edu- 
cation, experience. Box 922. 
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MONTREAL C.A. with nice medium sized 
Jewish practice seeks partnership associa- 
tion. Box 923. 





CHARTERED ACCOUNTANT, B.Com. 
degree, broad professional, insurance, mu- 
nicipal and taxation experience requires a 
position. Box 891. 





CHARTERED ACCOUNTANT: Age 38 
with nine years experience as comptroller 
of manufacturing firm desires correspond- 
ence regarding succession, or partnership 
or purchase of practising firm in Western 
Ontario. Box 926. 





CHARTERED ACCOUNTANT, aged 28-35, 
is required by investment company for its 
executive staff in Toronto. The company is 
engaged in providing capital for Canadian 
corporations and has a wide range of in- 
dustrial and commercial interest. Preference 
will be given to candidates with several 
years’ executive experience in industry or 
commerce after qualifying as accountants. 
Starting salary will depend on qualifications 
and experience. 

Applications giving full resume of posi- 
tions held and remuneration received will 
be treated in strict confidence. Write to 
Charterhouse Canada Limited, 60 Yonge 
Street, Toronto 1. 





ACCOUNTANT, with industrial and tax- 
ation experience, wishes to rearticle as sen- 
ior C.A. student vicinity Toronto, Box 927 





CHARTERED ACCOUNTANT, age 29, 
seeks position leading to partnership or suc- 
cession in Southern Ontario, preferably To- 
ronto. Box 929. 





A GROWING FIRM of Chartered Account- 
ants in the Maritimes has openings for 
young C.A.’s. There are also vacancies for 
intermediate and senior students. We pro- 
vide an opportunity to successful candi- 
dates for advancement. Replies should be 
addressed in confidence to Box 928. 





EXCELLENT OPPORTUNITIES in south- 
western Ontario and in Ottawa, for Char- 
tered Accountant who wants to establish 
own practice. Box 932. 








TORONTO CHARTERED ACCOUNTANT, 
requires a graduate interested in public 
practice as a career, with a view to partner- 
ship if satisfactory. Reply giving full par- 
ticulars of experience, qualifications and 
references. Box 930. 




















EXPERIENCED C.A. between thirty and 
forty years of age required by Canadian 
C.A.’s_ practising in Bermuda. Applicant 
must have ability to manage office and staff 
of forty and qualify for partnership. Posi- 
tions also available for two young C.A.’s 
and several students eligible to enroll in 
October for the fourth or fifth year Queen’s 
course. Apply in writing to Butterfield & 
Steinhoff, Box 247, Hamilton, Bermuda. 





SMALL RETAIL STORE 
ACCOUNTING 








Practical— 






Authoritative— 







Accurate— 













A new brochure to provide the small 
retailer in Canada with accurate, 
practical studies in the fundamentals 
of financial management and mer- 


chandising. 


Through this brochure members of 
the accounting profession can keep 
their retail store clients in touch with 
modern accounting developments. 
Those who have read it have been 
most enthusiastic. 















Well worth the $1.25 price tag — 
Toronto Globe & Mail. 







This new brochure may help to save 
many retail failures — The Financial 
Post. 






BARRISTERS AND SOLICITORS 





MACLEOD, McDERMID, DIXON, BURNS, McCOLOUGH, 
LOVE & LEITCH 


Barristers and Solicitors 
6th Floor, Hollinsworth Building - - - Calgary, Alta. 


PITBLADO, HOSKIN, BENNEST, DRUMMOND-HAY, 
PITBLADO, McEWEN, ALSAKER, HUNTER & SWEATMAN 


Barristers and Solicitors 
900 Hamilton Building, 395 Main Street - Winnipeg 2, Man. 
STEWART, SMITH & MACKEEN 

Barristers and Solicitors 

Roy Building - - - - - - Halifax, N.S. 
ROSS & ROBINSON 
Barristers and Solicitors 

Canadian Bank of Commerce Chambers - Hamilton, Ont. 

GOWLING, MacTAVISH, OSBORNE & HENDERSON 

Barristers and Solicitors 


88 Metcalfe Street - - + = - Ottawa 4, Ont. 


BORDEN, ELLIOT, KELLEY & PALMER 


Barristers and Solicitors 


The Bank of Canada Building, 250 University Avenue - Toronto 1, Ont. 


McLAUGHLIN, MACAULAY, MAY & SOWARD 


Barristers and Solicitors 


302 Bay Street’ - - - - - Toronto 1, Ont. 
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STAPELLS, SEWELL, STAPELLS, PATTERSON & RODGERS 


Barristers and Solicitors 


112 Yonge Street Toronto 1, Ont. 


WRIGHT & McTAGGART 


Barristers and Solicitors 


67 Yonge Street - - - - - Toronto 1, Ont. 


BEAULIEU, BEAULIEU & CASGRAIN 


Barristers and Solicitors 


Kent Building, 10 St. James Street East - Montreal 1, Que. 


COMMON, HOWARD, CATE, OGILVY, BISHOP, COPE, 
PORTEOUS & HANSARD 


Barristers and Solicitors 


Royal Bank Building - : - - Montreal 1, Que. 


DIXON, SENECAL, TURNBULL, MITCHELL, STAIRS, 
CULVER & KIERANS 


Barristers and Solicitors 


Bank of Canada Building - Montreal 1, Que. 


PHILLIPS, BLOOMFIELD, VINEBERG & GOODMAN 


Barristers and Solicitors 
464 St. John Street - -  -  - = Montreal 1, Que. 
STIKEMAN & ELLIOTT 


Barristers and Solicitors 


505 Bank of Canada Building - - Montreal 1, Que. 


MacPHERSON,. LESLIE & TYERMAN 
Barristers and Solicitors 


2236 Albert Street - - - Regina, Sask. 





LIFE INSURANCE 


NORMAN COWAN C.L.U. 
Insurance Counsellor & Pension Consultant 
Working harmoniously with C.A., Legal Advisor and Client as one of a four-man team 
EM. 8-8365 
THE IMPERIAL LIFE ASSURANCE CO. OF CANADA 11 Adelaide St. W., Toronto 


ESTATE PLANNING ASSOCIATES 
E. L. ARCHER D. Brarnerp CARLYLE 


Licensed to North American Life Assurance Company 
SUITE 510, STERLING TOWER BLDG., TORONTO EM. 4-0241 


APPRAISERS 


W. H. BOSLEY & CO. 
Professional Real Estate Appraisers and Property Managers 


SOMERSET HOUSE, 27 WELLESLEY STREET EAST, TORONTO, ONT. 


W. H. Bosrey, O.B.E., F.R.I., Hon. Mem. R.I.C.S., M.A.I. 
Munray Bosiry, B. Comm., F.R.I. Raymonp Bostey, C.P.M., F.R.I. 


CHAFFE, MacKENZIE & RAY, LIMITED 
Real Estate Appraisers 
872 BAY STREET, TORONTO EM. 8-2316 


R. S. CHaFFE A. D. MacKenzie, P.Enc., M.A.I. L. W. Ray, P.ENnc. 
K. Jounston, A.R.I.C.S. 


SHORTILL & HODGKINS LIMITED 
Professional Appraisal 
Real Estate 


847 BAY ST., TORONTO, ONT. EM. 38-2023 
J. I. Stewart, M.Como., M.A.I., A.A.C.1. G. I. M. Youne, B.Sc., A.R.1.C.S., M.A.L 
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Comptrollers 7 
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Continental 


Company 


There are many attractive opportunities for 
Corporations to profitably employ temporarily 
surplus funds. 


We are able to offer a wide range of short- 
term investments to fit any security or 
maturity requirement. Your inquiries 
invited 


Burns Bros. & Denton Limited 


Members: The Investment Dealers’ Association 


of Canada 


44 King St. W. 507 Place d'Armes 
Toronto Montreal 


Hamilton - Winnipeg - Ottawa - Vancouver - New York 


Specializing in 


Professional 


nh 


ecmeen | Group 


Accident and 
Sickness 
INSURANCE 


Ross D. Hens 61 Years of successful 
Vice-President and underwriting Claims paid exceed 


Casualty 


Canadian General Manager one billion dollars. 


HEAD OFFICE FOR CANADA, 160 BLOOR STREET EAST, TORONTO 





THE 


new estate tax 


The 1500-page CCH Canapian Succession Duties 
REPORTER reproduces and comments extensively 
upon the new Estate Tax Act, the Dominion Succes- 
sion Duty Act (still operative for estates of persons 
who died before 1959), the Gift Tax and the Ontario 
and Quebec Succession Duties Acts. 
Monthly reports keep this loose leaf REPORTER 
up to date on regulations, decisions and changes in 
the law texts. 
Up to date stock transfer information on Canadian 
and U.S. stocks is an exclusive feature of this popular 
CCH Reporter. 


The Estate Tax Act — Gift Tax 

The Dominion Succession Duty Act 

The Ontario Succession Duty Act 

The Quebec Succession Duties Act 

Stock Transfer Requirements 

Stock Transfer Directory 

Full text reporting of pertinent court decisions 


ONE LOOSE LEAF VOLUME — TOPICALLY AND CUMULATIVELY INDEXED 
$30 PER YEAR FOR TWO YEARS $32 FOR ONE YEAR 


No Installation Charge 


1AN. LIMITED 
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PUBLISHERS OF TOPICAL LAW REPORTS 


1200 Lawrence Ave. W. 1460 Union Ave. 
TORONTO 19, ONT. MONTREAL 2, QUE. 
RU 3-3335 VI. 9-6954 








